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FINANCIAL COLLAPSE OF ENRON CORPORA- 
TION, WITH FOCUS ON ENRON’S INSIDE 
AND OUTSIDE COUNSEL 


THURSDAY, MARCH 14, 2002 

House of Representatives, 

Committee on Energy and Commerce, 
Subcommittee on Oversight and Investigations, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2322, Rayburn House Office Building, James C. Greenwood (chair- 
man) presiding. 

Members present: Representatives Greenwood, Stearns, Burr, 
Whitfield, Bass, Tauzin (ex officio), Deutsch, Stupak, Strickland, 
DeGette, and Dingell (ex officio). 

Also present: Representatives Markey, Green, and Waxman. 

Staff present: Tom Dilenge, majority counsel; Mark Paoletta, ma- 
jority counsel; Brendan Williams, legislative clerk; Mike Geffroy, 
majority counsel; Will Carty, legislative clerk; Peter Kielty, legisla- 
tive clerk; Shannon Vildostegui, majority counsel; David Cavicke, 
majority counsel; Brian McCullough, majority professional staff; 
Edith Holleman, minority counsel; Consuela Washington, minority 
counsel; Chris Knauer, minority investigator; and Jonathan 
Cordone, minority counsel. 

Mr. Greenwood. The hearing will come to order. 

Witnesses may be seated at the table. Good morning and wel- 
come to the Subcommittee on Oversight and Investigations’ ongo- 
ing inquiry into the financial collapse of the Enron Corporation. 

Today we are going to examine elements of Enron’s structure of 
corporate governance. The words “corporate governance” describe 
the entire architecture of how a modern corporation is managed on 
behalf of its investors and stockholders, its customers, and its em- 
ployees. 

This encompasses executives at every level, corporate accounting 
teams, corporate counsel, senior managers, and the Board of Direc- 
tors. It also includes the outside expert advice, often consultants, 
attorneys, and accountants, that senior management, the Board of 
Directors, or the Audit Committee of the Board retained to provide 
advice on a wide array of issues. These issues ranged from human 
resources to tax analyses to producing an audited financial state- 
ment. 

Up to this point, our work has focused primarily on what went 
wrong at Enron. Through our work we have been able to cast a 
considerable amount of light on the people and transactions behind 
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this company’s unparalleled failure. As a result of this effort, we 
have been able to slowly parse the complex of self-dealing trans- 
actions that contributed to Enron’s dramatic descent into bank- 
ruptcy. 

We have also acquired a more complete understanding of how 
these highly irregular transactions were cloaked behind a curtain 
of nearly impenetrable financial arrangements. We know much 
more, too, about the individuals who devised and implemented 
these schemes. 

And it becomes increasingly clear that the collapse of Enron, 
which was greeted with such surprise by investors, shareholders, 
customers, analysts, and employees alike, was more than mere 
happenstance. Instead, a complex infrastructure of ill-defined part- 
nerships, hedges, collars, and various other off-the-books trans- 
actions were purposefully designed to mislead shareholders about 
Enron’s precarious financial position. 

Phantom assets and phantom earnings were created in order to 
create phantom wealth. Sadly, the investors and employees who 
risked their fortunes and their futures were very real, and they 
suffered very real losses. 

Among the many mysteries yet surrounding this collapse, one in 
particular has emerged. What role, whether by omission, commis- 
sion, did Enron’s corporate governance team play in the slide into 
bankruptcy and the increasing reliance on riskier and riskier trans- 
actions to keep Enron afloat? 

It is especially important to undertake this examination, since 
we now know that many of the seeds of this particular financial 
tragedy were sewn years ago. How is it, then, that the Board of Di- 
rectors and senior management failed to red flag flagrant issues of 
conflict of interest and highly questionable transactions behind sev- 
eral key partnerships, such as the Chewco deal and the various 
LJM associated transactions? 

What we have discovered to date amounts to a systemic failure 
on the part of Enron’s legal and accounting personnel, as well as 
outside counsel and accountants, both to discover these problems 
and to warn of their dangers. Clearly, no actions were taken to pre- 
vent the ensuing disaster. 

A few courageous individuals attempted to raise the alarm, but 
either their warnings came too late or too half-heartedly. Or per- 
haps the right people didn’t hear the alarms. 

This disserving situation brings us to the question at hand today. 
Where were the faithful stewards of Enron? In particular, where 
were the people whose fiduciary duty it was to guard against hid- 
den dangers and to protect the interests of Enron and its share- 
holders? Where were the professionals whose job it was to ferret 
out wrongdoing and guard against malfeasance? What, if any, ac- 
tions did they either take or recommend to put an end to those ir- 
responsible actions which eventually led to Enron’s demise? 

This phase of our hearing involves the people who were paid to 
have known better, and who should have done more, much more, 
the accountants and lawyers. Next week we will have a chance to 
hear from the accountants. This morning we have before us the at- 
torneys, Enron’s inside and outside counsel. 
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I look forward to this opportunity to listen to their testimony 
about a wide array of issues, particularly their actions and advice 
surrounding the many dubious related party transactions. For ex- 
ample, I’d like to get a clearer understanding of the attorneys’ as- 
sessments and advice on the thorny ethical problems surrounding 
the two LJM partnerships which did business with Enron, even 
though these partnerships created a clear conflict of interest with 
Enron’s former CFO Andy Fastow, who succeeded in having a fi- 
nancial stake on both sides of the transactions. 

I would like to know why legal counsel worked so hard to mini- 
mize what Mr. Fastow disclosed about his financial arrangements 
with the partnerships in proxy filings. Was his comfort level about 
disclosure more compelling than the interests of Enron and its 
shareholders in ensuring that he wasn’t benefiting improperly at 
their expense? 

I would like to learn about the attorney’s role and advice in the 
formation and evidence of the LJM Enron transaction approval 
process. It was this document that was supposed to manage the in- 
evitable conflicts arising out of such a curious arrangement and en- 
sure the fairness of these transactions to Enron and its share- 
holders. 

Why did it take so long for the lawyers to catch inherent weak- 
nesses in the process? And why weren’t these corrected in a timely 
manner? 

I also want to know why no one seemed to be monitoring the ac- 
tions of senior Enron employees working on behalf of outside inter- 
ests, and why the LJM2 private placement memorandum, in which 
Mr. Fastow and other Enron employees were marketing their ac- 
cess to inside information, failed to raise any red flags to those re- 
sponsible for looking out for Enron’s interests? 

We are not looking at 1 or 2 missteps here, but a pattern of be- 
havior characterized by neglect and avoidance by Enron’s legal ad- 
visors. We will also look at the series of decisions and actions fol- 
lowing Sherron Watkins’ letter to Kenneth Lay. Who made the de- 
cision that the investigation of her serious allegations by Enron’s 
outside counsel, Vinson & Elkins, should be so limited, and on 
whose advice? 

We have a lot of ground to cover, so let me thank the witnesses 
who have come today. You all have been responsive to our requests 
for interviews, and we appreciate that. We also appreciate that you 
have come here voluntarily to try to help us understand your role 
in these matters. We thank you again. 

I will now recognize the ranking member, the gentleman from 
Florida, Mr. Deutsch. 

[The prepared statement of Hon. James C. Greenwood follows:] 

Prepared Statement of Hon. James C. Greenwood, Chairman, Subcommittee 
ON Oversight and Investigations 

Good morning, and welcome to the Subcommittee on Oversight and Investigations’ 
ongoing inquiry into the financial collapse of the Enron Corporation. Today, we are 
going to examine elements of Enron’s structure of “Corporate Governance”. The 
words Corporate Governance describe the entire architecture of how a modern cor- 
poration is managed on behalf of its investors and stockholders, its customers and 
its employees. 

This encompasses executives at every level, corporate accounting teams, corporate 
counsel, senior managers and the Board of Directors. It also includes the outside 
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expert advice, often consultants, attorneys and accountants, that senior manage- 
ment, the Board of Directors or the Audit Committee of the Board, retain to provide 
advice on a wide array of issues.These issues range from human resources to tax 
analyses, to producing an audited financial statement. 

Up to this point, our work has focused primarily on what went wrong at Enron. 
Through our work, we have heen ahle to cast a considerable amount of light on the 
people and transactions behind this company’s unparalleled failure. 

As a result of this effort, we have been able to slowly parse the complex web of 
self-dealing transactions that contributed to Enron’s dramatic decent into bank- 
ruptcy. 

We have also acquired a more complete understanding of how these highly irreg- 
ular transactions were cloaked behind a curtain of nearly impenetrable financial ar- 
rangements. We know much more too about the individuals who devised and imple- 
mented these schemes. 

And it becomes increasingly clear that the collapse of Enron, which was greeted 
with such surprise by investors, shareholders, customers, analysts and employees 
alike, was more than mere happenstance. Instead a complex infrastructure of ill- 
defined partnerships, hedges, collars, and various other off-the-books transactions 
were purposefully designed to mislead shareholders about Enron’s precarious finan- 
cial position. Phantom assets and phantom earnings were created out of whole cloth 
in order to create phantom wealth. Sadly, the investors and employees who risked 
their fortunes and their futures were very real and they suffered real losses. 

Among the many mysteries yet surrounding this collapse, one in particular has 
emerged. What role, whether by omission or commission, did Enron’s corporate gov- 
ernance team play in the slide into bankruptcy and the increasing reliance on 
riskier and riskier transactions to keep Enron afloat? 

It is especially important to undertake this examination, since we now know that 
many of the seeds of this particular financial tragedy were sewn years ago. How 
is it then that the Board of Directors and senior management failed to red flag fla- 
grant issues of conflict of interest and highly questionable transactions behind sev- 
eral key partnerships — such as the Chewco deal and the various LJM-associated 
transactions? 

What we have discovered to date amounts to a systemic failure on the part of 
Enron’s legal and accounting personnel, as well as outside counsel and accountants, 
both to discover these problems and to warn of their dangers. Clearly no actions 
were taken to prevent the ensuing disaster. 

A few courageous individuals attempted to raise the alarm, but either their warn- 
ings came too late or too half-heartedly. Or perhaps the right people didn’t hear the 
alarm. This disturbing situation brings us to the question at hand today: 

Where were the faithful stewards of Enron? In particular, where were the people 
whose fiduciary duty it was to guard against hidden dangers and to protect the in- 
terests of Enron and its shareholders? Where were the professionals whose job it 
was to ferret out wrongdoing and guard against malfeasance? What, if any actions 
did they either take or recommend to put and end to those irresponsible actions 
which eventually led to Enron’s crack-up? 

This phase of our hearing involves the people who were paid to have known bet- 
ter, and who should have done more . . . much more — the accountants and the law- 
yers. Next week we’ll have a chance to hear from the accountants. This morning, 
we have before us the attorneys — Enron’s inside and outside counsel. 

I look forward to this opportunity to listen to their testimony about a wide array 
of issues, particularly their actions and advice surrounding the many dubious “re- 
lated party transactions”. 

For example, I would like to get a clearer understanding of the attorneys’ assess- 
ment and advice on the thorny ethical problems surrounding the two LJM partner- 
ships, which did business with Enron even though these partnerships created a 
clear conflict of interest with Enron’s former CFO Andy Fastow. . .who succeeded in 
having a financial stake on both sides of the transactions. 

I would like to know why legal counsel worked so hard to minimize what Mr. 
Fastow disclosed about his financial arrangements with the partnerships in proxy 
filings. 

Was his comfort-level about disclosure more compelling than the interests of 
Enron and its shareholders in ensuring that he wasn’t benefiting improperly at 
their expense? 

I would like to learn about the attorneys’ role and advice in the formation and 
evolution of the LJM-Enron transaction approval process.it was this process that 
was supposed to manage the inevitable conflicts arising out of such a curious ar- 
rangement and ensure the fairness of these transactions to Enron and its share- 



5 


holders. Why did it take so long for the lawyers to catch inherent weaknesses in 
the process? And why weren’t these corrected in a timely manner? 

I also want to know why no one seemed to be monitoring the actions of senior 
Enron employees working on behalf of outside interests. And why the LJM2 private 
placement memorandum — in which Mr. Fastow and other Enron employees were 
marketing their access to insider information — failed to raise any red flags to those 
responsible for looking out for Enron’s interests? 

We are not looking at one or two missteps here, but a pattern of behavior charac- 
terized by neglect and avoidance by Enron’s legal advisors. 

We’ll also look at the series of decisions and actions following Sherron Watkin’s 
letter to Kenneth Lay. Who made the decision that the investigation of her serious 
allegations by Enron’s outside counsel, Vinson & Elkins, should be so limited? And 
on whose advice? 

We’ve got a lot of ground to cover. So let me thank the witnesses who have come 
today. You all have been responsive to our requests for interviews and we appre- 
ciate that. We also appreciate that you have come here voluntarily to try to help 
us understand your role in these matters. Thank you again. 

I will now recognize the Ranking Member. 

Mr. Deutsch. Thank you, Mr. Chairman. And the reason I asked 
staff to put up this chart is this is a chart that we showed at the 
hearing with the Enron executives of one of the 4,000 partnerships. 
And we have looked inside of the partnership at this point in time, 
and I guess I feel comfortable saying that at least this partnership 
was illegal, because if we look inside of the partnership it did not 
have a business purpose. 

And we can get into the details at a later date, but my under- 
standing is that at least the structure of the partnership was ap- 
proved by Mr. Derrick and by Mr. Astin. And I guess in the ques- 
tioning, I guess I am going to ask you direct questions about if we 
now know, or at least you can disagree with my assessment, that 
the partnership itself was a violation of security laws. The struc- 
ture might not have been, but inside, why did, you know, as attor- 
neys representing a client and representing your company, did we 
miss that? 

And since my understanding is the structure of the partnerships 
were not that much different, and we know that some — at least 
several of the others that we have been able to understand and 
really delve into, also did not have business purposes. Why did that 
occur? 

So I yield back the balance of my time and look forward to ques- 
tions. 

Mr. Greenwood. The Chair thanks the gentleman from Florida 
and recognizes the Chairman of the full committee, the gentleman 
from Louisiana, Mr. Tauzin. 

Chairman Tauzin. Thank you, Mr. Chairman. And let me com- 
mend you again for doing such a thorough job throughout this proc- 
ess, and for the great assistance the minority has provided and 
partnership in which this investigation has occurred. 

This subcommittee’s task has been to investigate the reasons be- 
hind the sad tale of Enron’s collapse, so that the full committee can 
understand what went wrong, so that our committee and our com- 
mittees of Congress might address, legislatively if necessary, some 
of these problems. 

Only by accurately identifying the basic problems can we accu- 
rately identify an appropriate remedy. I believe we have gone a 
long way toward this goal, but we have more to learn. And we have 
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been able to begin exploring remedies because of the subcommit- 
tee’s good and instructive work, and I want to thank you for that. 

This morning we turn, of course, to the attorneys in the equation, 
the people whose duty it was to protect the legal interest of Enron 
and its shareholders, and I look forward to hearing what they have 
to say for themselves. 

Last month when we had Sherron Watkins before us I pointed 
out a legal doctrine known as the Doctrine of Last Clear Chance. 
It holds that basically, even if you are totally in the right on the 
highway, if you had the last clear chance to avoid a crash, you 
could be responsible for what happened if you didn’t exercise the 
last clear chance to avoid that accident. 

Indeed, Sherron Watkins offered Enron’s leadership a last clear 
chance to avoid the crash, not to avoid a total loss, not to avoid 
damage, but to avoid potentially a total crash. And what strikes me 
today about her action as a loyal employee was that Sherron Wat- 
kins was not an attorney. She did the right thing, I think, but she 
did something that was technically not her job, something that 
might more directly be associated with the legal team, counsel’s of- 
fice. Vinson & Elkins’ team was responsible, basically, for helping 
Enron make the right legal choices. 

I think, in some respects, the folks who literally had that respon- 
sibility and who could have helped avoid the last clear chance, and, 
therefore, this accident, are with us today, and we intend to learn 
as much as we can about what went wrong. Why didn’t this team 
and the counsel’s office at Enron see these problems as clearly as 
a non-attorney, Sherron Watkins, did? 

Well, it is clear from my investigations that others in the com- 
pany, particularly the Board of Directors, either relied upon the su- 
pervision of the legal team and the accounting firm, as Mr. Skilling 
claims to have done, or they are hiding behind that assertion to 
hide the problems of their own failure to supervise the conduct of 
some of their employees. 

I understand that arrangements of duties and functions among 
attorneys are complex. I am an attorney myself, and I understand 
those complexities. Responsibilities, in fact, at Enron were divided, 
and I know that Enron was a huge and a complicated operation, 
so I want to hear your sides of the story as carefully as we can, 
and to understand it as carefully as we can. 

But we want to hear about the LJM transactions, the approval 
processes, which were meant to prevent the CFO from taking ad- 
vantage of the company and its shareholders. All of these controls 
the Board told us about, you were asked to examine, when, in fact, 
Mr. Lay’s attention was brought to these problems, and he asked 
for assistance from his counsel’s office and eventually from the 
legal team who were hired to protect the company. 

I want to know why the outside counsel, the duty to make sure 
these extremely complex transactions would not put Enron at risk, 
eventually signed off on it and ended up providing legal cover for 
what would turn out to be a very destructive transaction — set of 
transactions. 

I want to know why when Mr. Lay was advised by Ms. Watkins 
that the company was about to implode, that individuals had 
breached their fiduciary duty and were investors, and had breached 
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their ethical duty and were crossing the line by making money 
from these transactions, and she requested that an outside legal 
team look at what happened, and she requested that outside audi- 
tors look at what happened, why it was that the counsel’s office 
ended up, instead, turning to the same legal team whose duty it 
had been in the first place to prevent those transactions from en- 
dangering the company, turning to them to ask them if it was a 
good idea to get an outside legal team and then receiving a reply, 
I suppose that you could sort of guess would be coming, that, no, 
everything is okay, we don’t need a legal team to look over our 
shoulder and tell us we did a good job or a bad job. 

Why, instead, wasn’t an outside legal team called in to look at 
whether or not people had adequately protected the company? And 
why it was, at that point, that counsel’s office said maybe it isn’t 
a good idea to get some outside auditors in and check and see 
whether the auditors hired by the company had led us astray. 

Why, instead, the same legal team is called in to give advice to 
the president of the company that, no, you don’t need anybody else 
to look at this, everything is okay. It is a pretty serious problem. 

Mr. Chairman, I look forward to this hearing and look forward 
to giving these important witnesses a chance to clarify these ques- 
tions and to help us understand these complex relationships. I 
yield back my time. 

[The prepared statement of Hon. W. J. “Billy” Tauzin follows:] 

Prepared Statement of Hon. W. J. “Billy” Tauzin, Chairman, Committee on 
Energy and Commerce 

Thank you Chairman Greenwood. And let me commend you for doing such a thor- 
ough job throughout this process. This Subcommittee’s task has been to investigate 
the reasons behind this sad tale of Enron’s collapse, so that the Full Committee can 
understand what went wrong. 

Only by accurately identifying the basic problems can we accurately identify an 
appropriate remedy. And I believe we’ve gone a long way towards this goal. We have 
more to learn, but we’ve been able to begin exploring remedies because of the Sub- 
committee’s good and instructive work, and I thank you for that. 

This morning we turn to the attorneys — the people whose duty it was to protect 
the interests of Enron and its shareholders. I look forward to hearing what they 
have to say for themselves. 

Last month, when we had Sherron Watkins before us, I pointed to a legal doctrine 
known as the last clear chance; this holds that, basically, even if you’re totally in 
the right on the highway, if you had that last clear chance to avoid a crash, you 
could be responsible for what happened. 

Sherron Watkins offered Enron’s leadership that last clear chance to avoid the 
crash. And what strikes me today about her action as a loyal employee was that 
Sherron Watkins was not an attorney. She did the right thing, but she did some- 
thing that was not in her job description, something not directly associated with her 
function at Enron. 

What also strikes me is that some of the people who should have shown Enron 
leadership the proper course — who could have prevented the crash — are sitting be- 
fore us today. They could have acted before matters got out of hand. They could 
have been more skeptical of the proposals and promises of the business teams. They 
could have looked to learn what was really happening, and warned Enron leader- 
ship about what they found. But they didn”t do this. They were not around to pro- 
vide a last clear chance to save the company. 

I think it says something when you have non-attorneys doing what attorneys are 
supposed to be doing. The attorneys are the people others rely upon to make sure 
matters are okay, are legal, are not going to put a company at undue risk. 

They’re the adult supervision. And it’s clear from our investigation that others in 
the company, particularly on the Board of Directors, either relied on this super- 
vision, or — as Mr. Skilling seems to have done — hid behind it to excuse their ac- 
tions. 
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Now I understand the arrangements of duties and functions among the attorneys 
was complex. Responsibilities were divided. I know that Enron was a huge and com- 
plicated operation. And so I want to hear their side of the story. 

I want to hear from them about the LJM transaction approval process, which was 
meant to prevent the CFO from taking advantage of the company and its share- 
holders. I look forward to learning about the attorney reactions to emerging warn- 
ings that the process was flawed, that questionable negotiations were taking place, 
that there were potentially serious problems to investigate. 

I want to know why outside counsel, with the duty to make sure extremely com- 
plex transactions would not put Enron at risk, saw fit to sign off — providing the 
legal cover for what would turn out to be very destructive transactions indeed. 

We do have a lot to cover this morning, Mr. Chairman. And I too would like to 
thank the witnesses for coming before us this morning. They’ve been responsive to 
our staffs requests and I thank them for their willingness to help us accurately 
identify the problems here. 

I yield back. 

Mr. Greenwood. The Chair thanks the gentleman and recog- 
nizes for 3 minutes for an opening statement the gentlelady from — 
I heg your pardon. The Chair recognizes the ranking member of the 
full committee, the gentleman from Michigan, Mr. Dingell. 

Mr. Dingell. Mr. Chairman, I thank you for your courtesy. I 
commend you for these hearings and for the inquiry by this sub- 
committee into the matters now under consideration. 

I want to depart from my prepared statement just to commend 
my friend, the Chairman, also of the full committee for the courage 
and the energy which he has brought to the matters before us, and 
to express to him my respect and affection. 

Mr. Chairman, one of the things that struck me as we get deeper 
and deeper into the Enron investigation is the ability of almost all 
of the people involved to disclaim knowledge of, or responsibility 
for, any of the events that caused Enron’s collapse. 

I remember a case when I was a young lawyer in the Detroit 
River area. Three ships had collided in a fog in the middle of the 
Detroit River, and in the case the judge observed that this event 
could not have occurred because of the testimony of all the wit- 
nesses indicated that none of the vessels was within three-quarters 
of a mile of the point of impact. 

The most notable of those proclaiming lack of knowledge and re- 
sponsibility are Messrs. Skilling, the former president and chief ex- 
ecutive officer, and Lay, the chairman of the board. Now, although 
Mr. Skilling is widely understood to have been the architect of 
Enron as an asset-lite energy trading company with an increasing 
off-balance-sheet debt load, he presents himself as the unfortunate, 
unknowing “victim” of some as-yet-undefined forces of the market- 
place. 

Mr. Lay, who was CEO during all of Enron’s history except the 
last 6 months when Mr. Skilling held the job, claims that he knew 
even less. Yet most of these top officers ran a company which nu- 
merous former and current employees have described as “crooked,” 
a “pyramid scheme,” the home of “house of cards accounting,” a 
place where you “drank the Kool-aid” instead of questioning what 
was going on, and fed the earnings “monster” with more and more 
questionable deals. 

Moreover, the Board of Directors, from one end to the other, was 
asleep. For example, they never even bothered to find out how 
much Andrew Fastow, the company’s chief financial officer, was 
making on his side deals with the company. To this day, neither 



9 


the Board nor anyone at the top levels of Enron knows exactly how 
much Mr. Fastow made on those deals. Nor did the Board bother 
to check if the controls it had ordered to keep these deals above- 
board were actually being carried out. 

Today we are going to hear more disclaimers of responsibility. 
Today we are going to hear from lawyers who will disclaim with 
great diligence. Some asked questions, but never followed up, and 
we will hear from other lawyers who knew of problems but never 
asked questions. For example, both the in-house and outside law- 
yers who represented Enron in the related-party transactions in- 
volving Mr. Fastow and Mr. Michael Kopper, who worked with Mr. 
Fastow, will tell us that. 

It wasn’t their responsibility to make sure that Enron or its ac- 
countants knew about the side guarantee with Barclay’s Bank that 
brought down the Jedi-Chewco deal. 

It wasn’t their responsibility to make sure that Mr. Kopper’s in- 
terest in Chewco was approved by the Office of the Chairman and 
known by the Board of Directors, even though these lawyers knew 
it was a conflict of interest violation. 

It wasn’t their responsibility to make sure the many deals made 
between Mr. Fastow’s LJM entities and Enron were actually at 
arm’s length and represented a fair deal for Enron in both the 
short and the long term. 

We will hear that most of these lawyers didn’t even know what 
controls were required by the Board of Directors to try and keep 
related-party deals above-board. They were told that the Board had 
approved the relationship with Mr. Fastow, and that was enough. 
Sometimes they even relied on Mr. Fastow himself as justification. 

We will hear from lawyers who tried to find out how much Mr. 
Fastow made so it could be included in Enron’s proxy, but when 
Mr. Fastow refused to tell them, their response was, “Next year we 
will do it.” We will hear that lawyers were not responsible for ask- 
ing about accounting decisions. We will hear from lawyers who ig- 
nored, rationalized, or even discounted problems brought to the 
company’s attention by Sherron Watkins and others. 

Maybe the lawyers involved in the Enron mess were simply 
doing their job. I find this a most troublesome prospect. And I 
would note that it appears that the legal profession may have 
changed in the 50 years since I was sworn in to the bar. At that 
time, we thought that it was the responsibility of the lawyer to 
serve with the highest integrity and responsibility, to protect the 
interests of the clients, and to see to it that justice is done. 

Until this fiasco, then, I had always thought of lawyers as more 
than highly paid technicians. In this case, I was apparently wrong. 
It is very sad, Mr. Chairman. 

Thank you. 

[The prepared statement of Hon. John D. Dingell follows:] 

Prepahed Statement of Hon. John D. Dingell, a Representative in Congress 
FROM THE State of Michigan 

Thank you, Mr. Chairman. One of the things that has struck me as we get deeper 
and deeper into the Enron investigation is the ability of almost all of the people in- 
volved to disclaim knowledge of, or responsibility for, any of the events that caused 
Enron’s collapse. The most notable of these are, of course, Jeffrey Skilling, the 
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former president and chief executive officer, and Kenneth Lay, the chairman of the 
board. 

Although Mr. Skilling is widely understood to have been the architect of Enron 
as an asset-light, energy trading company with an increasing off-balance-sheet debt 
load, he presents himself as a unknowing “victim” of some as-yet-undefined forces 
of the marketplace. Mr. Lay, who was CEO for all of Enron’s history except the six 
months when Mr. Skilling held the job, claims to know even less. Yet both of these 
top officers ran a company which numerous former and current employees have de- 
scribed as “crooked,” a “pyramid scheme,” the home of “house of cards accounting,” 
a place where you “drank the Kool-aid” instead of questioning what was going on, 
and fed the earnings “monster” with more and more questionable deals. Moreover, 
the Board of Directors was asleep. For example, it never even bothered to find out 
how much Andrew Fastow, the company’s chief financial officer, was making on his 
side deals with the company. To this day, neither 

the board nor anyone at the top levels of Enron knows exactly how much Mr. 
Fastow made on those deals. Nor did the board bother to check if the controls it 
had ordered to keep these deals above-board were actually being carried out. 

Today, we will hear more disclaimers of responsibility. We will hear from lawyers 
who asked questions, but never followed up. And we will hear from lawyers who 
knew of problems, but never asked questions. For example, both the in-house and 
the outside lawyers who represented Enron in the related-party transactions involv- 
ing Mr. Fastow and Michael Kopper, who worked for Mr. Fastow, will tell us that: 
— It wasn’t their responsibility to make sure that Enron or its accountants knew 
about the side guarantee with Barclay’s bank that brought down the JEDI- 
Chewco deal. 

— It wasn’t their responsibility to make sure that Mr. Kopper’s interest in Chewco 
was approved by the Office of the Chairman and known by the Board of Direc- 
tors, even though these lawyers knew it was a conflict of interest violation. 

— It wasn’t their responsibility to make sure the many deals made between Mr. 
Fastow’s LJM entities and Enron were actually at arm’s length and represented 
a fair deal for Enron in both the short and the long term. 

We will hear that most of these lawyers didn’t even know what controls were re- 
quired by the Board of Directors to try to keep the related-party deals above-board. 
They were told that the board had approved the relationship with Mr. Fastow, and 
that was enough. Sometimes they relied on Mr. Fastow himself as justification. 

We will hear from lawyers who tried to find out how much Mr. Fastow made so 
it could be included in Enron’s proxy, but when Mr. Fastow refused to tell them, 
their response was — “next year we’ll do it.” We will hear that lawyers were not re- 
sponsible for asking about accounting decisions. And we will hear from lawyers who 
ignored, rationalized, or discounted problems brought to the company’s attention by 
Sherron Watkins and others. 

Maybe all the lawyers involved in the Enron mess were simply doing their job — 
a most troublesome prospect. Until this fiasco, I had always thought of lawyers as 
more than just highly paid technicians. In this case, I apparently was wrong. 

Mr. Greenwood. The Chair thanks the gentleman from Michi- 
gan and recognizes the gentleman from Florida, Mr. Stearns, for 3 
minutes. 

Mr. Stearns. Good morning, and thank you, Mr. Chairman, for 
holding this hearing. And let me again commend the staff for the 
very significant and competent job they are doing in preparing us 
and getting the witnesses here. 

Mr. Chairman, over the course of the hearings we have had on 
this, we have learned of Enron’s collapse, that it was basically a 
complete failure and a meltdown of fundamental responsibilities 
and oversight. We have heard from a number of Enron and Ander- 
sen officials and have developed what we think is a very good 
record of all of these transactions. 

LJM, the Raptor, the Chewco, were developed and managed and 
hidden from scrutiny — this despite the numerous officials pleading 
the Fifth Amendment here in front of our committee in response 
to the subcommittee’s questioning. So this hearing is very perti- 
nent. 
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Mr. Chairman, I went on the internet to look up the American 
Bar Association’s website to get and understand its model rules for 
professional conduct. And it is interesting, the first rule for lawyers 
under the rules for professional conduct is competence. And, my 
colleagues, let me just read what it says. “A lawyer shall provide 
competent representation to a client. Competent representation re- 
quires the legal knowledge, skill, thoroughness, and preparation 
reasonably necessary for preparation.” 

So, Mr. Chairman, let us look at our hearing in perspective. In 
fact, let us get to the nitty-gritty. Our witnesses before us today are 
all attorneys. Their job was to be the legal watchdog for Enron’s 
transaction. From the information we have discovered we are faced 
with this question: was the failure of oversight and responsibility 
due to a lack of competence or to a measure of culpability? 

Mr. Chairman, Jan Avery was a woman who was an accountant 
at Enron in 1993. She put herself through college going at night. 
She didn’t have polo shirts on and khakis when she came to work. 
She came in a suit. In 1993, she was given a thin manilla folder 
containing three sheets of paper. On one there was a number, $142 
million. 

This was the routine loss. It was a staggering amount for this 
company and for this young accountant to understand. So she said, 
“Where are the books for Enron Oil? How am I supposed to justify 
$142 million loss for State tax purposes?” 

Mr. Chairman, no one could answer her in Enron Company. So 
I go back. We have lawyers here whose responsibility was to be the 
watchdog and protect Enron. If this woman accountant at Enron 
knew in 1993 that there was a problem, surely the people at this 
front desk should have provided advice that was more competent 
than this young woman who put herself through night school as an 
accountant. 

So we are here today to find out what happened. And so, Mr. 
Chairman, I commend you and your staff. 

Mr. Greenwood. The Chair thanks the gentleman and recog- 
nizes for 3 minutes for the purpose of an opening statement the 
gentlelady from Colorado, Ms. DeGette. 

Ms. DeGette. Thank you, Mr. Chairman. Mr. Chairman, this in- 
vestigation has really seemed to me like piecing together a big jig- 
saw puzzle. And we have looked at a number of the pieces of the 
puzzle so far. We have heard from senior management from Enron 
of all different flavors. We have heard from the Board of Directors. 
We have heard from the auditors. We have heard from outside ex- 
perts. And until today there has been a big piece of that puzzle 
right in the middle missing, and that is the attorneys who were ad- 
vising Enron throughout the events that we all know so well at 
this point. 

I am looking forward to hearing what the attorneys have to say 
today. And, in particular, I am interested in Vinson & Elkins’ rep- 
resentation of their client, and, in particular there, I am interested 
in this preliminary investigation of allegations that Vinson & Elk- 
ins did from Sherron Watkins’ memo. The reason I am interested 
in this is I think it is almost a parable for what happened through- 
out Enron and for what happened from all of the experts that were 
advising Enron, because Ms. Watkins said in her memo to Mr. Lay, 
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“I am incredibly nervous that we will implode in a wave of account- 
ing scandals. My 8 years of Enron work history will be worth noth- 
ing on my resume. The business world will consider the past suc- 
cesses as nothing but an elaborate accounting hoax.” 

So what does Vinson & Elkins do when Enron asked them to do 
a so-called independent investigation of these allegations? Vinson 
& Elkins says, “It was decided that our initial approach would not 
involve the second-guessing of the accounting advice and treatment 
provided by Arthur Andersen. There would be no detailed analysis 
of each and every transaction, and there would be no full-scale dis- 
covery-style inquiry.” 

If the allegation is that there are accounting problems, how on 
earth can you have any kind of analysis when you don’t look at the 
accounting in coming up with your assessment? 

These and many other questions I am sure will be made clear 
today, Mr. Chairman, and 1 am looking forward to hearing the tes- 
timony. 

Thank you, and I yield back the balance of my time. 

Mr. Greenwood. The Chair thanks the gentlelady and recog- 
nizes the gentleman from North Carolina, Mr. Burr, for 3 minutes 
for an opening statement. 

Mr. Burr. Thank you, Mr. Chairman. Let me take this oppor- 
tunity to thank our witnesses today for their willingness to come 
in as we continue to peel the layers of the onion back and try to 
figure out exactly what happened. 

Mr. Chairman, let me commend you. The way that you have 
structured these hearings, the patience that you have shown, rath- 
er than to run out and grab headlines, we have tried to put people 
together that could provide facts. And I want to just turn to some 
testimony that we are going to hear today from one of the partners 
at Vinson & Elkins. 

And that testimony says the Enron bankruptcy filings — Enron 
listed more than 400 law firms as having represented them. Clear- 
ly, this was not a situation where Enron fell in trouble because 
they didn’t seek or have provided for them enough legal help. 
Enron’s legal affairs were directed by a highly sophisticated in- 
house legal department consisting of approximately 250 in-house 
lawyers. Clearly, they had at their fingertips expertise that most 
companies don’t have. 

Enron recruited and employed experienced, highly capable and 
well qualified attorneys, many of whom had previously practiced in 
large law firms. There is experience within this company that cer- 
tainly dispels any belief that maybe they were ill advised. 

And it goes on in the testimony to say about the report, specifi- 
cally, the report that Vinson & Elkins was asked to prepare and 
to hand over to the company, it says, “The report did conclude that 
no further investigation was necessary because the appropriate 
senior-level officers of Enron were fully aware of the primary con- 
cerns of Ms. Watkins, that Ms. Watkins wanted Mr. Lay to ad- 
dress, and had, in fact, already addressed them.” 

Ladies and gentlemen that are here today, let me assure you 
that we have had some Enron officials who have sat before us and 
said they didn’t know, they can’t remember. Today I hope you will 



13 


help us fill in those blanks of who knew, who should rememher, 
and who was told. 

I thank you, Mr. Chairman. 

Mr. Greenwood. The Chair thanks the gentleman and recog- 
nizes the gentleman, Mr. Stupak, for 3 minutes for an opening 
statement. 

Mr. Stupak. Thank you, Mr. Chairman. Over the brief Presi- 
dent’s Day district work period, I held three town hall meetings in 
my northern Michigan district, just as I am sure many of my col- 
leagues did. The No. 1 issue I heard about from my constituents 
was not the current budget proposals, not a desire for tax cuts, not 
even the war against terrorism, although they are very concerned 
about it. 

The No. 1 issue raised by people in my town hall meetings was 
the Enron collapse and their passionate desire to see that justice 
is served. 

My district is about as far away as you can get from Houston, 
Texas, without leaving the continental United States. But constitu- 
ents seem to feel a bond with the Enron employees and their share- 
holders. 

Mr. Chairman, my constituents, like many of us, are saddened. 
They are angry, and they are frustrated. They are saddened to see 
the lives of so many Enron employees shattered. They are angry 
about the shredding of public trust by all the parties involved in 
the Enron debacle, and they are frustrated with the fact that many 
of those who have come before our committee, with maybe the ex- 
ception of Ms. Watkins, have played dumb and had a memory that 
has faded away faster than Enron stock has dropped. 

Now, I hope that today’s panelists will be different. I hope they 
will answer our questions completely and honestly. I hope they will 
not have selective memory, and I hope they will provide us with 
answers. 

Mr. Chairman, I yield back the balance of my time. 

Mr. Greenwood. The Chair thanks the gentleman and recog- 
nizes the gentleman from New Hampshire, Mr. Bass, for 3 minutes 
for his opening statement. 

Mr. Bass. Thank you, Mr. Chairman. I really do appreciate your 
holding this hearing. I believe this is either the fourth or fifth hear- 
ing we have had on this. My friend from North Carolina said, “I 
believe it has been thoughtful and pragmatic and informational, 
helpful for us in understanding what is clearly one of the most 
complex financial catastrophes in recent U.S. history.” 

And I also appreciate the opportunity to hear from counsel of 
various capacities willingly, which is somewhat of a change, and I 
look forward to your testimony. And of particular interest to me, 
quite obviously, to other members of the subcommittee, as you have 
heard, are the views on the expectations of how you define fidu- 
ciary duty and conflict of interest. 

And I am certain at the end of the day we will have a greater 
understanding of Enron’s related party transactions and other 
agreements with those who were supposed to be protecting the 
company’s shareholders’ interests. But I hope we also have some 
sense of what these various counselors had in mind when they 
made decisions to engage in certain behavior and otherwise ignore 
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what may appear to be rather clear rules of ethics and accepted be- 
havior. 

Mr. Chairman, I yield back my time, so that we may proceed 
with the testimony and inquiry. 

[Additional statement submitted for the record follows:] 

Prepared Statement of Hon. Paul E. Gillmor, a Representative in Congress 
FROM the State of Ohio 

Thank you Mr. Chairman for your continued efforts in sorting outEnron’s finan- 
cial breakdown. In particular, I welcome this opportunity to seek the viewpoints of 
the company’s in-house and outside counsel. I am hopeful the witnesses today will 
shed even more light on how an irresponsible corporation misrepresented its finan- 
cial condition and manipulated all who had an interest in them. 

I should also point out that in an effort to further increase corporate account- 
ability and protect shareholders’ rights, I recently introduced H.R. 3745, the Cor- 
porate Charitable Disclosure Act of 2002. This legislation would require companies 
to make publicly available each year the total value of contributions made to non- 
profit organizations during the previous fiscal year. 

Once again I thank the Chairman for my time and look forward to the witnesses’ 
testimony. 

Mr. Greenwood. The Chair thanks the gentleman for that, and 
welcomes our witnesses today. 

Let me introduce them. They are Scott M. Sefton, Esquire, 
former General Counsel with Enron Global Finance. Good morning, 
sir. 

Rex Rogers, Esquire, Vice President and Associate General Coun- 
sel from Enron Corporation. Good morning, Mr. Rogers. 

James V. Derrick, Jr., Esquire, former General Counsel, Enron 
Corporation. Good morning, Mr. Derrick. 

Joseph C. Dilg, Esquire, Managing Partner, Vinson & Elkins. 
Good morning, sir. 

Ronald T. Astin, Esquire, Partner of Vinson & Elkins. Good 
morning to you. 

And Carol L. St. Clair, Esquire, former Assistant General Coun- 
sel, ECT Resources Group of Enron Corporation. Good morning, 
Ms. St. Clair. 

You are aware, all of you, that the committee is holding an inves- 
tigative hearing. And in doing so, we have the practice of taking 
testimony under oath. Do any of you have objections to giving your 
testimony under oath? Seeing no such objection, I would also ad- 
vise you that under the rules of the House and the rules of this 
committee, you are entitled to be advised by counsel. 

Do any of you — during your testimony, do any of you seek to be 
advised by counsel during your testimony? Seeing that none of you 
do, in that case, if you would please rise and raise your right 
hands, I will swear you in. 

[Witnesses sworn.] 

Mr. Greenwood. Okay. You may please be seated. You are now 
under oath. 

And let me begin with Mr. Sefton, and ask you, sir, do you have 
an opening statement? 
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TESTIMONY OF SCOTT M. SEFTON, FORMER GENERAL COUN- 
SEL, ENRON GLOBAL FINANCE, ENRON CORPORATION; REX 
R. ROGERS, VICE PRESIDENT AND ASSOCIATE GENERAL 
COUNSEL, ENRON CORPORATION; JAMES V. DERRICK, JR., 
FORMER GENERAL COUNSEL, ENRON CORPORATION; JO- 
SEPH C. DILG, MANAGING PARTNER, VINSON & ELKINS, 
L.L.P.; RONALD T. ASTIN, PARTNER, VINSON & ELKINS, L.L.P.; 
AND CAROL L. ST. CLAIR, FORMER ASSISTANT GENERAL 
COUNSEL, ECT RESOURCES GROUP, ENRON CORPORATION 

Mr. Sefton. Yes, I do. Chairman Greenwood 

Mr. Greenwood. Would you pull the microphone over to you? It 
is rather directional. It is the silver one that amplifies your voice, 
and the closer the better. 

Mr. Sefton. Chairman Greenwood 

Mr. Greenwood. You have 5 minutes to give your opening state- 
ment. 

Mr. Sefton. [continuing] and members of the subcommittee, 
good morning. I joined Enron Global Finance in the fall of 1999. 
I left Enron Global Finance about a year later in early October 
2000. 

I understand that this subcommittee 

Mr. Greenwood. I am sorry to interrupt you, Mr. Sefton. You 
probably want to pull that microphone — raise it up a little bit. 
There you go. And get that as close to you as possible. Thank you, 
sir. 

Mr. Sefton. I understand that this subcommittee would like to 
discuss with me today certain matters relating to my time in Enron 
Global Finance. Please note that it has been over a year since I 
worked at Enron. That as a former employee I do not have access 
to my own Enron documents, and have not had access since I left 
the company, and that I have had a limited amount of time to pre- 
pare for this hearing. 

That said, I look forward to answering your questions today to 
the best of my ability. 

Mr. Greenwood. Thank you, Mr. Sefton. We will be mindful of 
those concerns. 

Mr. Rogers, do you have an opening statement, sir? 

TESTIMONY OF REX R. ROGERS 

Mr. Rogers. I just have a short comment. Good morning, Mr. 
Chairman. 

Mr. Greenwood. Good morning, sir. 

Mr. Rogers. I do not have a long prepared statement but want 
to thank the committee for inviting me here today. For the past 
I 6 V 2 years, I have been employed as an attorney for Enron Corp, 
currently managing several corporate attorneys in the fields of em- 
ployment law, environmental law, information and technology, in- 
tellectual property, securities, mergers and acquisitions, and gen- 
eral corporate matters. I have neither a background nor expertise 
in accounting matters. 

Over the past several months I have cooperated fully with the 
Wilmer, Cutler & Pickering attorneys in preparation of the Powers 
Report, with the FBI who interviewed me on several issues, and 
with your staff members only a week ago. Now I hope to be able 
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to assist the members in your inquiry of Enron Corp and am pre- 
pared to answer any and all of your questions. 

Thank you. 

[The prepared statement of Rex R. Rogers follows:] 

Prepared Statement of Rex R. Rogers, Vice President and Associate General 
Counsel, Enron Corporation 

Mr. Chairman: I do not have a prepared statement, hut want to thank the Com- 
mittee for inviting me here today. 

For the past sixteen and one-half years I have been employed as an attorney for 
Enron, now managing several corporate attorneys in the fields of employment law, 
environmental law, information and technology, intellectual property, securities, 
mergers and acquisitions, and general corporate matters. I neither have a back- 
ground nor expertise in accounting matters. 

Over the past several months I have cooperated fully with the Wilmer, Cutler & 
Pickering attorneys in preparation of the Powers Report; with the FBI who inter- 
viewed me on several issues; and with your staff members only a week ago. Now 
I hope to be able to assist the Members in your inquiry of Enron Corp. and am pre- 
pared to respond to any questions. 

Thank you. 

Mr. Greenwood. Thank you, Mr. Rogers. We do appreciate your 
cooperation. 

Mr. Derrick, do you have an opening statement, sir? 

TESTIMONY OF JAMES V. DERRICK, JR. 

Mr. Derrick. Yes, I do, Mr. Chairman. 

Mr. Greenwood. We can hear you, and, please, you have 5 min- 
utes to make your opening statement, if you choose to. 

Mr. Derrick. Good morning to each of you. I am Jim Derrick, 
and I, too, am pleased to be here with you today to answer any 
questions you may have for me. 

From the summer of 1991 until March 1 of this year, I had the 
great privilege of serving as the General Counsel for Enron Corp, 
and as a member of a legal team of more than 200 women and men 
for whom I had, and still have, the utmost respect and admiration. 
I graduated from the University of Texas School of Law in 1970, 
had the honor of serving as judicial clerk to the Honorable Homer 
Thornberry of the United States Court of Appeals for the Fifth Ju- 
dicial Circuit, and then I practiced law at Vinson & Elkins for 20 
years until I was requested by Enron Corp, more than a decade 
ago, to become its General Counsel. 

First, I commend you in your efforts to examine the tragedy that 
has befallen Enron, so that the lessons learned here may help oth- 
ers avoid similar misfortune. 

Second, I wish to express my sincerest heartfelt sympathy to 
those members of the Enron family who have lost their jobs and 
suffered financially and otherwise, and to their loved ones who 
have also been affected. I also want to acknowledge with great 
gratitude the ongoing efforts of the more than 20,000 women and 
men who are still working at Enron and its affiliated companies. 

Finally, while, of course, I can’t anticipate all of the questions 
that you will want to ask me today, I do want to address very brief- 
ly the question that some of you have alluded to in previous hear- 
ings as to why we did not immediately institute a complete forensic 
investigation, as contrasted with a preliminary investigation, into 
the concerns expressed in the letter received by Mr. Kenneth L. 
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Lay last August, utilizing firms that had no involvement in the 
transactions in question. 

When Mr. Lay received the August letter, we took the concerns 
expressed in it very seriously. We wanted to ascertain, as promptly 
as practical, whether the facts contained in the letter warranted a 
full-scale, forensic-type investigation. Because of the seriousness of 
the allegations, we believed it best to engage an outside firm to 
make this determination, rather than to rely on an internal in- 
quiry. 

To have turned to firms with no knowledge of these complex 
transactions would necessarily have required them, we believed, to 
expend a very significant amount of time getting up to speed before 
they could provide us with recommendations. We turned, therefore, 
to Vinson & Elkins, a firm that possessed the institutional knowl- 
edge to commence the preliminary investigation quickly, and a firm 
that is widely regarded as one of the world’s very best legal institu- 
tions. 

Andersen, Enron’s independent accounting firm at that time, was 
widely regarded as one of the world’s foremost accounting institu- 
tions. That firm, we believed, had knowledge of the transactions 
and of the company, had repeatedly certified Enron’s financial 
statements, and had represented to the company’s Audit and Com- 
pliance Committee that it was comfortable with, and had signed off 
on, the company’s financial disclosures. 

To have immediately engaged another accounting firm to exam- 
ine the allegations contained in the August letter, without first 
doing a preliminary investigation of the substance of the allega- 
tions, including Andersen’s position on them, would have been 
seen, we believed, in the context of the matters as they existed 
back in August, as an extraordinary act. 

As we have seen from our experience, when we did turn in Octo- 
ber to an accounting firm and a law firm that had had no involve- 
ment in the transactions, it required them, despite their good faith 
Herculean efforts, several months to produce a report, and even 
now there seem to be a number of issues in respect of which the 
correct accounting and legal answers to these extraordinarily com- 
plex issues remain a matter of judgment. 

Of course, had I been blessed with the gift of clairvoyance, had 
I been permitted to gaze into the future and foresee the events that 
would unfold in respect of Andersen, I would have advocated the 
choosing of another path back in August. But that was a gift that 
I was not given. 

The decisions in which I participated had to be, and were, made 
in the context of the matters as they then existed. They were made 
in absolute good faith, with the sincere intent of ascertaining by 
means of a prompt preliminary investigation conducted by a truly 
world-class law firm, whether a broader investigation, including 
the engagement of another accounting firm, was warranted. 

Members of the committee, I very much appreciate your accord- 
ing me the time to make these remarks, and I look forward to an- 
swering the questions you have for me today to the best of my abil- 
ity and recollection. 

Thank you very much. 

[The prepared statement of James V. Derrick, Jr. follows:] 
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Prepared Statement of James V. Derrick, Jr., Former General Counsel, 
Enron Corporation 

Good morning. Congressmen. I’m Jim Derrick, and I’m pleased to be here to an- 
swer the questions you may have for me. 

From the summer of 1991 until March 1 of this year, I had the great privilege 
of serving as the General Counsel of Enron Corp. and as a member of a legal team 
of more than 200 women and men for whom I had, and still have, the utmost re- 
spect and admiration. I graduated from the University of Texas School of Law in 
1970, served as judicial clerk to the Honorable Homer Thornberry of the United 
States Court of Appeals for the Fifth Judicial Circuit, and then practiced law at Vin- 
son & Elkins for 20 years until I was asked by Enron Corp., more than a decade 
ago, to become its General Counsel. 

First, I commend you in your efforts to examine the tragedy that has befallen 
Enron so that the lessons learned here may help others avoid similar misfortune. 

Second, I wish to express my sincerest heartfelt sympathy to those members of 
the Enron family who have lost their jobs and suffered financially and otherwise, 
and to their loved ones who have also been affected. I also want to acknowledge 
with gratitude the ongoing efforts of the more than 20,000 women and men who are 
still working at Enron and its affiliated companies. 

Finally, while I can’t anticipate all the questions you will ask today, I do want 
to address briefly the question that some of you have alluded to in previous hearings 
as to why we did not immediately institute a complete forensic investigation — as 
contrasted with a preliminary investigation — into the concerns expressed in the let- 
ter received by Mr. Kenneth L. Lay last August, utilizing firms that had no involve- 
ment in the transactions in question. 

When Mr. Lay received the August letter, we took the concerns expressed in it 
very seriously. We wanted to ascertain, as promptly as practical, whether the facts 
contained in the letter warranted a full-scale, forensic-type investigation. Because 
of the seriousness of the allegations, we believed it best to engage an outside firm 
to make this determination, rather than to rely on an internal inquiry. To have 
turned to outside firms with no knowledge of these complex transactions would nec- 
essarily have required them, we believed, to expend a very significant amount of 
time getting up to speed before they could provide us with recommendations. There- 
fore, we turned to Vinson & Elkins, a firm that possessed the institutional knowl- 
edge to commence the preliminary investigation quickly and that is widely regarded 
as one of the world’s very best legal institutions. 

Andersen, Enron’s independent accounting firm at the time, was widely regarded 
as one of tbe world’s foremost accounting institutions. The firm, we believed, had 
knowledge of the transactions and of the company, had repeatedly certified Enron’s 
financial statements, and had represented to the Company’s Audit and Compliance 
Committee that it was comfortable with the Company’s financial disclosures. To 
have immediately engaged another accounting firm to examine the allegations con- 
tained in the August letter without first doing a preliminary investigation of the 
substance of the allegations, including ascertaining Andersen’s position on them, I 
believe would have been seen, in the context of matters as they existed back in Au- 
gust, as an extraordinary act. 

As we have seen from our experience, when we did turn in October to an account- 
ing firm and a law firm that had had no involvement in the transactions in ques- 
tion, it required them, despite their good faith Herculean efforts, several months to 
produce a report, and even now there seem to be a number of issues in respect of 
which the correct accounting and legal answers to these extraordinarily complex 
issues remain a matter of judgment. 

Of course, had I been blessed with the gift of clairvoyance, had I been permitted 
to gaze into the future and foresee the events that would unfold in respect of Ander- 
sen, I would have advocated the choosing of another path last August. But that was 
a gift I was not given. The decisions in which I participated had to be, and were, 
made in the context as matters then existed. They were made in absolute good faith, 
with the sincere intent of ascertaining by means of a prompt preliminary investiga- 
tion conducted by a world class law firm whether a broader investigation, including 
the engagement of another accounting firm, was warranted. 

I very much appreciate your according me the time to make these remarks. Con- 
gressmen. I am ready to answer your questions to the best of my ability and recol- 
lection. Thank you. 

Mr. Greenwood. Thank you. 

Mr. Dilg, do you have an opening statement? 
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TESTIMONY OF JOSEPH C. DILG 

Mr. Dilg. Yes, sir. 

Mr. Greenwood. You are recognized for 5 minutes. 

Mr. Dilg. Good morning, Mr. Chairman, and members of the 
committee. My name is Joe Dilg. I am the Managing Partner of 
Vinson & Elkins. My partner, Ron Astin, is here to assist me — to 
assist the committee in responding to its questions. We decided, to 
economize on time, that I would give the opening statement on be- 
half of both of us. 

Vinson & Elkins, which was founded in 1917, is now an inter- 
national law firm. We have offices worldwide with approximately 
850 attorneys. Although Mr. Astin and I have each personally 
worked on many Enron matters, we were directly involved in only 
part of the firm’s work for Enron. We are testifying today only to 
our own personal knowledge. 

Since Enron’s bankruptcy, there have been reports and state- 
ments that have inaccurately described the role Vinson & Elkins 
played in the advice we gave to Enron. We look forward to respond- 
ing to your questions, because we are confident a full exploration 
of the facts will show that our firm has met all of its professional 
responsibilities. 

First, let me say that the lawyers of Vinson & Elkins are greatly 
saddened by the financial collapse of Enron. Many outstanding and 
decent people who worked at Enron and their families have been 
greatly harmed. Likewise, many Enron investors have unfortu- 
nately lost a great deal of money. Many cities like Houston will be 
harmed by the loss of the very significant business and civic 
achievements of Enron. 

Our work for Enron consisted of a large number of specific 
projects for which we were selected by the Enron legal department. 
Enron listed in its bankruptcy filing hundreds of law firms as hav- 
ing represented Enron. Enron was a significant client for many 
major law firms. 

Enron’s legal affairs were directed by a highly sophisticated in- 
house legal department of approximately 250 lawyers. Enron re- 
cruited and employed experienced, highly capable, well qualified at- 
torneys, many of whom had previously practiced in large law firms. 
Pursuant to Enron corporate policy, Vinson & Elkins, as well as all 
other outside counsel employed by Enron, were employed by and 
directed to interface with Enron’s legal department, not Enron’s ex- 
ecutives. 

Despite our sadness over the collapse of Enron, we remain proud 
to have served as Enron’s counsel in many matters. Our represen- 
tation of Enron provided interesting and challenging legal work on 
highly visible transactions and other matters. It is a pleasure to 
work with their highly qualified in-house counsel. 

In representing Enron, our lawyers worked closely with the 
world’s leading investment banking firms, commercial banks, and 
other major law firms. We provided Enron with quality legal serv- 
ices, and we did so professionally and ethically. 

Much of the committee’s attention and the media’s coverage of 
the relationship between Enron and Vinson & Elkins has focused 
on the preliminary review conducted by Vinson & Elkins into alle- 
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gations made by an Enron Vice President, Ms. Sherron Watkins. 
We are pleased to have the opportunity to discuss that matter. 

Ms. Watkins indeed raised serious issues. Contrary to some pub- 
lic reports and the implication of previous statements made in 
hearings conducted by this committee, Vinson & Elkins did not ad- 
vise Enron that there were no problems. Our written and oral re- 
ports pointed out significant issues, including the credit problem in 
the Raptor vehicles, the aggressiveness of the accounting, conflicts 
of interest, litigation risks, and the risk of credibility-harming 
media attention. 

The report did conclude that no further investigation was nec- 
essary because the appropriate senior-level officers of Enron were, 
at that time, fully aware of the primary concerns expressed by Ms. 
Watkins, and, in fact, were taking actions to address them. 

Mr. Eastow had already resigned from his position with the LJM 
partnerships, eliminating the conflict of interest issues raised by 
Ms. Watkins in her letter, and earlier by Mr. McMahon to Mr. 
Skilling. Prior to the delivery of our final written report, the com- 
pany had terminated the Raptor entities, which were the primary 
focus of Ms. Watkins’ concerns. The company reported in its earn- 
ings release for the third quarter of 2001 a loss of more than $500 
million associated with such termination. 

The bankruptcy of Enron in December of 2001, approximately 6 
weeks after we delivered our written report, appears to have been 
due to the convergence in the fall of 2001 of a number of factors, 
many of which related to investment decisions made years before 
in current events outside of Enron’s control. 

No one can deny that the adverse publicity associated with the 
related party transactions and the accounting errors related to the 
November restatement announcements contributed to the loss of 
confidence Enron experienced in the energy trading and financial 
markets. This confidence was critical to the continued success of 
Enron’s trading operations which accounted for a significant por- 
tion of their business. 

With regard to the related party transactions, it is important to 
consider the role of legal counsel. If a transaction is not illegal and 
has been approved by the appropriate levels of corporation’s man- 
agement, lawyers, whether inside corporate counsel or with an out- 
side firm, may appropriately provide the requisite legal advice and 
opinions about legal issues relating to the transactions. 

In doing so, the lawyers are not approving of the business deci- 
sions that were made by their clients. Likewise, lawyers are not 
passing on the accounting treatment of the transactions. 

In conclusion, I want to make it very clear that we are confident 
that Vinson & Elkins fully met its ethical and professional respon- 
sibilities in connection with our representation of Enron. We are 
pleased to assist in the committee’s deliberations and are happy to 
answer your questions within the constraints of our professional re- 
sponsibility to our clients. 

Thank you very much, Mr. Chairman. 

[The prepared statement of Joseph C. Dilg follows:] 
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Prepared Statement of Joseph C. Dilg, Managing Partner, Vinson & Elkins 

Good morning Mr. Chairman and members of the Committee. My name is Joe 
Dilg. I am the Managing Partner of Vinson & Elkins L.L.P. Vinson & Elkins, found- 
ed in 1917, is now an international law firm of approximately 850 lawyers. My part- 
ner Ron Astin is with me to assist in answering the Committee’s questions. 

From 1991 until December 2001, I served as the Vinson & Elkins partner pri- 
marily responsible for coordinating the firm’s relationship with Enron. In this role, 
I coordinated much of the legal work performed by Vinson & Elkins for Enron 
through all of our offices. Although Mr. Astin and I each personally worked on many 
Enron matters, we were directly involved in only part of Vinson & Elkins’ work for 
Enron. 

This statement, as well as the testimony that Mr. Astin and I will provide, is 
based solely upon our individual personal knowledge and best recollection of the 
events. We cannot purport to know and thus be able to speak to all of the knowledge 
and information possessed by all lawyers at our firm. 

Since Enron’s bankruptcy, there have been reports and statements that inac- 
curately describe the role Vinson & Elkins played and the advice we gave. We look 
forward to responding to questions as fully as possible because we are confident a 
full exploration of the facts will show that our firm fully met its professional obliga- 
tions. 

First, let me say that the lawyers of Vinson & Elkins are greatly saddened by 
the financial collapse of Enron. Many outstanding and decent people who worked 
at Enron and their families have been greatly harmed. Likewise, many Enron inves- 
tors have unfortunately lost a great deal of money. Many cities like Houston will 
be harmed by the loss of the very significant business and civic contributions of 
Enron and its employees. 

Our work for Enron consisted of a large number of specific projects for which we 
were selected by Enron’s legal department. In the Enron bankruptcy filings, Enron 
listed more than 400 law firms as having represented Enron. Enron was a signifi- 
cant client for a number of major law firms. 

Enron’s legal affairs were directed by a highly sophisticated in-house legal depart- 
ment consisting of approximately 250 attorneys. Enron recruited and employed ex- 
perienced, highly capable, and well qualified attorneys, many of whom had pre- 
viously practiced in large law firms. 

Pursuant to Enron corporate policy, Vinson & Elkins and other outside attorneys 
were employed by and directed to interface with Enron’s legal department, not 
Enron’s executives. 

Despite our sadness over the collapse of Enron, we remain proud to have served 
as Enron’s counsel in many matters. Our representation of Enron provided inter- 
esting and challenging legal work on highly visible matters, and it was a pleasure 
to work with their very able in-house counsel. In representing Enron, our lawyers 
worked closely with many of the world’s leading investment banking firms, commer- 
cial banks, and law firms. We provided Enron with quality legal services, and we 
fully met our professional and ethical obligations in rendering those services. 

Much of the Committee’s attention and the media’s coverage of the relationship 
between Enron and Vinson & Elkins has focused on a preliminary review conducted 
by Vinson & Elkins into allegations made by an Enron Vice President, Ms. Sherron 
Watkins, in a letter and supplemental materials delivered to Mr. Kenneth Lay in 
August of 2001. We are pleased to have an opportunity to discuss that matter. 

Ms. Watkins raised serious issues. Contrary to some public reports and the impli- 
cation of some previous statements made in hearings conducted by this Committee, 
Vinson & Elkins did not advise Enron that there were no problems. Our written 
report pointed out significant issues, including the credit problem in the Raptor ve- 
hicles, the aggressiveness of the accounting, conflicts of interest, litigation risks, and 
the risk of credibility-harming media attention. 

The report did conclude that no further investigation was necessary because the 
appropriate senior level officers of Enron were fully aware of the primary concerns 
Ms. Watkins wanted Mr. Lay to address — and had in fact already addressed them. 
Mr. Fastow had resigned from his position with the LJM partnerships, eliminating 
the conflict of interest problems raised by Ms. Watkins and earlier by Mr. 
McMahon. Prior to the delivery of our final written report, the Company terminated 
the Raptor entities which were the primary focus of Ms. Watkins’ concerns. The 
Company reported in its earnings release for the third quarter of 2001 a loss of 
more than $500 million attributable to the termination. 

The bankruptcy of Enron in December of 2001, approximately six weeks after we 
delivered our written report, has been the subject of numerous published analyses 
which have made clear that Enron faced very significant business challenges. Enron 
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had made major and highly publicized investments in the broadband, water, inter- 
national infrastructure, and retail electric businesses, all of which had resulted in 
significant illiquid capital investments and large losses for the company. The price 
of Enron’s common stock had already declined approximately 60 percent from Au- 
gust 2000 to August 2001, when Mr. Skilling’s resignation created even more uncer- 
tainty about the company. At the same time, Enron’s online trading through Enron 
Online and the related dependency on trade credit from its counter-parties was ex- 
periencing explosive growth. 

In hindsight, there appears to be a consensus that these events, coupled with im- 
pending maturities of a significant amount of debt and the turmoil in the financial 
markets created by the tragic events of September 11, 2001, placed Enron in an ex- 
tremely vulnerable position in the fall of 2001. No one can deny, however, that the 
adverse publicity associated with the related party transactions and the accounting 
errors related to the November restatement announcements contributed to the loss 
of confidence Enron experienced in energy trading and financial markets. This con- 
fidence was critical to the continued success of Enron’s trading operations, which 
accounted for a significant portion of Enron’s business. 

With regard to the related party transactions, it is important to consider the role 
of legal counsel. If a transaction is not illegal and it has been approved by the ap- 
propriate levels of a corporation’s management, lawyers, whether corporate counsel 
or with an outside firm, may appropriately provide the requisite legal advice and 
opinions about legal issues relevant to the transactions. In doing so, lawyers are not 
approving the business judgment of their clients. Likewise, lawyers are not respon- 
sible for the accounting treatment of the transactions. 

In conclusion, I want to make it very clear that we are confident that Vinson & 
Elkins fully met its professional responsibilities in connection with our representa- 
tion of Enron. We are pleased to assist in the Committee’s deliberations and are 
happy to answer your questions, within the constraints of our professional respon- 
sibilities to our clients. 

Mr. Greenwood. Thank you, Mr. Dilg. 

Mr. Astin, I understand that Mr. Dil^s opening statement spoke 
for you as well? 

Mr. Astin. That is correct, Chairman. 

Mr. Greenwood. Very well. 

Ms. St. Clair, do you have an opening statement? 

TESTIMONY OF CAROL L. ST. CLAIR 

Ms. St. Clair. Yes, I do. 

Mr. Greenwood. Okay. You are recognized for 5 minutes. 

Ms. St. Clair. Good morning. Mr. Chairman, and members of 
the subcommittee, my name is Carol St. Clair. I start 

Mr. Greenwood. I am going to ask you to move that white note- 
book and then pull the microphone front and center there and get 
it nice and close. Thanks. 

Ms. St. Clair. I started at Enron in 1994 working for the Liq- 
uids Group in the Legal Department of Enron North America Cor- 
poration. In 1995, after the Liquids Group was sold, I transferred 
to Enron North America’s Finance Group. I worked in Enron North 
America’s Finance Group until March 1999, when I transferred to 
the Financial Trading Group of Enron North America, where I re- 
mained until June of 2000. 

In January 2001, after a 6-month maternity leave, I joined Enron 
North America’s Power Trading Group, which along with the Gas 
Trading Group was sold in February in Enron’s bankruptcy pro- 
ceeding. 

As you know, Mr. Chairman, I am appearing this morning volun- 
tarily. To date, I have fully and freely cooperated with the sub- 
committee’s investigation, and intend to continue to do so. Mr. 
Chairman, I will, to the best of my ability, be glad to answer ques- 
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tions you or any of the members of the subcommittee may have 
this morning. Thank you. 

[The prepared statement of Carol St. Clair follows:] 

Prepared Statement of Carol St. Clair, Former Assistant General Counsel, 
ETC Resources Group, Enron Corporation 

Good morning. Mr. Chairman and Members of the subcommittee, my name is 
Carol St. Clair. Last month, I accepted a new position as a trading attorney in the 
Legal Department of UBS Warhurg Energy, LLC after working at Enron Corpora- 
tion for more than seven years. I started at Enron in 1994, working for the Liquids 
Group in the legal department of Enron North America Corporation. In 1995, after 
the Liquids Group was sold, I transferred to Enron North America’s Finance Group. 
I worked in the Finance Group until March 1999 when I transferred to Enron North 
America’s Financial Trading Group where I served until June 2000. In January 
2001, after a six month maternity leave, I joined Enron North America’s Power 
Trading Group. 

As you know, Mr. Chairman, I am appearing this morning voluntarily. To date, 
I have fully and freely cooperated with the subcommittee’s investigation and intend 
to continue to do so. Mr. Chairman, I will, to the best of my ability, be glad to an- 
swer questions you or any other members of the subcommittee may have. 

Thank you. 

Mr. Greenwood. We thank you, Ms. St. Clair, and appreciate 
your cooperation. 

The Chair recognizes himself for 10 minutes for purposes of in- 
quiry. And let me address my first question to Mr. Dilg. Mr. Dilg, 
you are the Vinson & Elkins engagement partner for the Enron ac- 
count, and you have worked on the account since 1990, when Jim 
Derrick handed over the account to you when he left V&E to be- 
come Enron’s General Counsel. 

Reportedly, Enron is V&E’s single largest client. V&E billed 
Enron over $36 million in 2001 and over $150 million during the 
past 5 years. By comparison, Arthur Andersen billed $54 million to 
Enron in 2001. V&E’s partners earned a reported average annual 
income of $655,000. Your first year associates, straight out of law 
school, salary starts at $122,000 per year. 

In August of 2001, Jim Derrick called and asked you to look into 
allegations regarding accounting improprieties and conflicts of in- 
terest at Enron. Sherron Watkins asked that Enron investigate her 
concerns and specifically recommended that V&E not be used, be- 
cause V&E had done much of the legal work on the problematic 
transactions. 

Nevertheless, you and Mr. Derrick concluded that V&E could 
conduct a review of Ms. Watkins’ allegations. In brief, V&E took on 
the task of investigating its own work. The question is: was there 
not an inherent and obvious conflict of interest for V&E in taking 
on the investigation? 

Mr. Dilg. No, sir, there was not a conflict of interest in Vinson 
& Elkins undertaking the investigation. Ms. Watkins raised a num- 
ber of issues in her letter. Her primary concern was Mr. Lay being 
aware of the business issue that faced Enron that there were large 
losses in the Raptor partnerships that are large obligations under 
the derivatives written with the Raptor partnerships that would be 
backed up by Enron stock, and the issue of how to deal with that 
with the Enron shareholders going forward as far as the dilution 
that would occur. 

She raised issues of the conflict of interest created by Mr. 
Fastow’s participation in LJM and a number of other issues. She 
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mentioned in her letter that Vinson & Elkins had written true sale 
opinions on some of the transactions, and, therefore, would have a 
conflict, but her allegations did not address the legal work provided 
by Vinson & Elkins. We were not being asked to review our own 
work. 

Mr. Derrick was aware that we had previously represented 
Enron on some of the transactions that she was talking about, but 
the appropriate standard, I believe, is whether or not our own in- 
terest would materially interfere with our work. We did not feel 
that we had a conflict of interest based on what we were being 
asked to do. 

Mr. Greenwood. Well, yes, but you certainly had an interest in 
keeping the client. And wouldn’t it seem to be the case that had 
V&E reviewed its own work and/or had V&E sought outside coun- 
sel to review its own work, that outside counsel recommended to 
V&E that — or advised Enron, I should say, that V&E had given it 
less than adequate counsel, that it certainly might have threatened 
your interest in keeping your largest client, would it not? 

Mr. Dilg. Again, we were not being asked to review our own 
work. We were being asked to conduct a preliminary review to see 
whether a further, more extensive forensic review was necessary. 
Ms. Watkins was raising matters that were well known to a num- 
ber of executives in the company and transactions that had been 
approved by the Board of Directors of the company. 

We were not being asked to review the quality of the legal work 
on any of the transactions, and I am not sure that there has been 
any — in any of the materials that I have seen any allegations that 
the legal work in putting the transactions together had any infir- 
mities. 

Mr. Greenwood. Well, here is what the Powers Report notes. 
“The result of the V&E review was largely predetermined by the 
scope and the nature of the investigation and the process employed. 
The Powers Committee identified the most serious problems in the 
Raptor transactions only after a detailed examination of the rel- 
evant transaction, and, most importantly, discussions with our ac- 
counting advisors, both steps that Enron determined and V&E ac- 
cepted would not be part of V&E’s investigation.” 

“With the exception of Watkins, V&E spoke only with very senior 
people at Enron and Andersen. Those people, with few exceptions, 
have substantial professionalism and personal stakes in the mat- 
ters under review. The scope and process of the investigation ap- 
pear to have been structured with less skepticism than was needed 
to see through these particularly complex transactions.” 

That is what Powers said, which is quite different from what you 
have just said. How would you respond to the Powers Report’s as- 
sertions? 

Mr. Dilg. I think it is important to understand the difference in 
the scope and purpose of the special committee formed by the 
Board of Directors shortly after our report was delivered. It was in 
response to an SEC inquiry as well as derivative suits being filed 
against the company and had a much broader scope as far as look- 
ing at overall related party transactions. 

We were making a preliminary review of the matters raised by 
Ms. Watkins, which both in her letter and when we subsequently 
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interviewed her, primarily related to the Raptor transactions. I 
think that is consistent with what the Powers Report says that she 
told Mr. Lay. And to make sure that Mr. Lay, in coming back in 
as CEO, understood the serious business issues they had with the 
Raptor transactions. 

She raised questions as to the accounting. The company’s Audit 
Committee had chosen Arthur Andersen as their accountants. We 
wanted to make sure in our review that Arthur Andersen had the 
proper facts, that they had all of the facts that they needed to 
make the review, and that they were comfortable with their ac- 
counting decisions. But we were not in a position to second-guess 
Arthur Andersen’s ultimate professional judgment on the account- 
ing issues involved. 

Mr. Greenwood. Well, you may not have been in a position to 
second-guess the details of the accounting firm, but you certainly 
had a responsibility to protect the company from liability, did you 
not? The company has faced 77 lawsuits as a result of these part- 
nerships and the demise of the company, and I can’t quite under- 
stand why it is that V&E would take the position that it didn’t 
have some responsibility to its client to examine the potential risk 
that these transactions imposed in terms of civil liability. 

Mr. Dilg. I think we, both in our oral conversations with Mr. 
Derrick and Mr. Lay, and in our written report, pointed out the 
risk that these transactions posed in connection with shareholder 
litigation, as far as the ability of a potential plaintiffs lawyer, 
etcetera, to paint these transactions in a very bad light. I think we 
picked up references that we had had in some of our interviews to 
bad cosmetics, if you will. 

Again, the focus of the review was to determine whether there 
were additional facts that were not known at that time that war- 
ranted further investigation. We did not find that any of the indi- 
viduals that Ms. Watkins said to check with to see if she was all 
wet had any additional facts, or felt that there were any additional 
facts that weren’t known at that time to make sure Mr. Lay knew 
how to address the transactions. 

Mr. Greenwood. Well, let us talk about bad cosmetics. During 
the course of your inquiry, you interviewed Jeffrey McMahon. In 
the summary of Mr. McMahon’s first interview on August 30, 2001, 
with you, you note that he indicated that some bankers thought 
there might be linkage between investing in LJM and future busi- 
ness with Enron. 

In his second interview with you conducted on October 18, 2001, 
a few days after you submitted your report, Mr. McMahon told you 
of specific instances where investment bankers complained to him 
of being pressured to invest in LJM transactions, or were promised 
Enron business if they invested in LJM. 

Mr. McMahon identified specific institutions — First Union, Mer- 
rill Lynch, Deutsche Bank, Chase Bank — and specific bankers, in- 
cluding Paul Riddle, and provided the names of Enron employees 
who could provide additional information on this subject — Ben 
Glisan, Tim Despain, Ray Bowen, and Kelly Booth. This sub- 
committee has learned of other individual bankers who have com- 
plained. 
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In your October 15, 2001, letter to Mr. Derrick, you wrote, “The 
second potential conflict of interest identified by several individuals 
was that investors in LJM may have perceived that their invest- 
ment was required to establish or maintain other business rela- 
tions with Enron. Although no investors in LJM were interviewed, 
both Mr. Fastow and Mr. McMahon stated unequivocally that they 
had told potential investors that there was no tie-in between LJM 
investment and Enron business.” 

Your description of what you had learned appears to be highly 
misleading. Mr. McMahon clearly indicated in his first report that 
some banks — that there was a linkage, and that someone at Enron 
had made these promises. Presumably, given his position, it was 
Mr. Fastow. But you make it appear as if they are both shooting 
down this allegation when, in fact, it was Mr. McMahon who raised 
the allegation. And he clearly had names of individuals and banks 
as set forth in the summary of the second interview. 

Based on the facts you knew at the time you submitted the re- 
port, why isn’t your description misleading? 

Mr. Dilg. I don’t believe our description is misleading, Mr. 
Greenwood. We did want to alert the company to the concerns 
raised, I think both by Ms. Watkins and Mr. McMahon, that they 
had heard that there was linkage. Mr. McMahon told us that he 
had told any banker that asked him that there was no linkage. Mr. 
Fastow also adamantly denied any linkage. 

The concerns we heard raised were some people within invest- 
ment banking and commercial banking institutions grumbling be- 
cause they didn’t get deals that they thought they were supposed 
to get because they invested in LJM, which indicated 

Mr. Greenwood. Did you ask those bankers if, in fact, they had 
been made promises or had threats made against them? 

Mr. Dilg. We did not. 

Mr. Greenwood. Why is that? 

Mr. Dilg. We did not interview anyone outside the company at 
this point in time. 

Mr. Greenwood. They just took the words of the — Sherron Wat- 
kins has these allegations about Fastow and other people wearing 
two hats, conflicts of interest. You go to them and basically say, 
“Do you have conflicts of interest? There are allegations that bank- 
ers felt that you were squeezing them on these deals. Did you do 
that?” They say no. You go to the bankers and say, “We heard you 
had complaints. What was your experience with Fastow that 
caused you to complain?” You didn’t do that? 

Mr. Dilg. We didn’t interview anyone outside of the company in 
connection with our preliminary review. Mr. McMahon had indi- 
cated to us in the initial interview that he was not aware of any 
situation where a banking arrangement looked unusual. Again, 
both Mr. McMahon and Mr. Fastow denied there was any linkage, 
or at least Mr. Fastow denied there was any linkage. Mr. McMahon 
said he told the banks there was no linkage. 

His information that he gave to us after we had submitted our 
report was more detailed. Within I think a week — I am not positive 
on the date — but within a very short period of time after that inter- 
view, Mr. McMahon was the chief financial officer of the company 
in charge of all of the banking relationships. 
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Mr. Greenwood. My time has expired. But did you ask Mr. 
McMahon for the names of these individuals that he complained 
about to begin with, in the first interview? 

Mr. Dilg. I can’t recall that we did. 

Mr. Greenwood. Didn’t that raise any red flags with you that 
would cause you — I mean, I am trying to understand why the first 
thing you wouldn’t have done, the next thing you would have done 
was say, “Oh, my God,” pick up the phone, call these bankers, and 
say, “I am supposed to protect this company from liability, and 
there is a lot of liability that could result from these allegations if 
these allegations are true.” 

I don’t understand why you didn’t feel a responsibility to Enron 
and stockholders to make those calls right away and find out what 
was really happening, not just taking Andy Fastow’s word for it. 

Mr. Dilg. You have to understand, Mr. Chairman, that in the 
context that the preliminary review was conducted, Mr. Skilling 
had just resigned from the company. There was a great deal of 
speculation in the market and with Enron’s counter parties as to 
the reasons for Mr. Skilling’s resignation. We were trying to de- 
velop the facts that we could by talking with people inside the com- 
pany so as not to create lots of speculation and rumors until we 
knew what we could report to Mr. Derrick. 

Again, the people that we interviewed indicated that they had 
seen no business arrangements that were contrary to Enron’s best 
interest coming out of this, or any indication that banks were get- 
ting more favorable deals than they should have gotten due to a 
linkage with LJM. And the person in charge of the banking rela- 
tionships at that point in time denied there was any linkage. 

Mr. Greenwood. Well, it sounds like what you are saying is that 
the preliminary review also had, as part of its purpose, not just a 
preliminary review but you didn’t — this was to be a hushed review 
because of the concern that Skilling’s departure created a lack of 
confidence in the company. And if you took the review outside the 
walls of Enron, that to really get to the bottom of it, that it would 
have some negative short-term consequences for Enron when, in 
fact, what you might have done is prevented some very, very seri- 
ous long-term consequences. 

My time has expired. The Chair recognizes the gentleman from 
Florida, Mr. Deutsch, for 10 minutes. 

Mr. Deutsch. Thank you, Mr. Chairman. I am going to read just 
a couple of sentences from Ms. Watkins’ letter. “Looking at the 
stock we swapped, I also don’t believe any other company would 
have entered into the equity derivative transaction with us at the 
same prices without substantial premiums from Enron. In other 
words, the $500 million in revenue in 2000 would have been much 
lower.” 

Which is really the contention that I have said in terms of the 
fact that these transactions did not serve a business purpose. And 
if we accept her premise, that is the issue. 

And, you know, as I mentioned in the introduction, Mr. Derrick, 
if you can comment, you know, on the Rhythms transaction, just 
the structure of it, as a general partnership set up to sell back to 
Enron the stock — I mean, the outside — if they had done that with 
an investment bank there would be no question that they can do 
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it. But setting this up as an off balance sheet, were you personally 
involved with approving this or involved with understanding it? 

Mr. Derrick. No, Congressman. I had no personal involvement 
in the structure. That would have been — in terms of the legal work 
with respect to that, that would have been done by the lawyers 
who I think at that time were in Enron North America. And, of 
course, the business aspects of that would have been handled by 
the business individuals who were part of structuring the trans- 
action, but I had no personal involvement in that. 

Mr. Deutsch. So you — again, we are trying — today’s hearing 
was — the purpose of sort of trying to, you know, have the top dogs, 
you know, in front of us. So it would not have come to your atten- 
tion. I mean, specifically, is there anyone here — ^you know, again, 
Mr. Astin, would you be aware of who would have approved this? 

And, Mr. Derrick, I mean, who specifically — so our staff at least 
can follow up. I mean, who specifically would have approved the 
structure of this transaction? 

Mr. Derrick. Well, from the Enron side. Congressman, I can’t 
say with certainty. I would think that it would have been Ms. 
Mordaunt or someone in the legal group in which she was involved 
who was working with Ms. Mordaunt. 

And let me make it clear that I was at the Executive Com- 
mittee — well, I am sorry. I was at the — I would have been at a 
Board meeting in which that was presented, so I don’t mean to say 
that I have not heard of this matter. But in terms of having any 
detailed knowledge about it, or having been personally involved in 
the structure of it, I was not. 

Mr. Deutsch. Mr. Sefton, as a former General Counsel as well, 
I mean, are you aware of the — who approved this transaction, or 
any — or the structure of it? 

Mr. Sefton. This transaction was completed before I started my 
position in Global Finance. 

Mr. Deutsch. And Mr. Astin? 

Mr. Astin. Congressman, I had a very limited role in providing 
some initial securities disclosure-related advice to Ms. Kristina 
Mordaunt, with regard to this transaction. I did not work on the 
structuring of it. I did review the first draft or so of a partnership 
agreement, just to 

Mr. Deutsch. So who at Vinson & Elkins would have approved 
this transaction? 

Mr. Astin. No one. We didn’t work on the transaction except as 
I have described. 

Mr. Deutsch. And would that be typical, that in-house counsel 
would have basically — so now we are looking for Mrs. Mordaunt, 
and our staff at least can question her. I mean, is she, on her own, 
the person who basically said — ^you know, gave it the, you know, 
legal Good Housekeeping Seal of Approval that it is okay. Mr. Der- 
rick? 

Mr. Derrick. Well, again, I don’t — specifically, with respect to 
this transaction, I don’t know. Congressman. Let me say under our 
corporate governance rules, every transaction that would have con- 
stituted a binding obligation on the part of Enron would have re- 
quired the signoff, and should have the initials of, the attorney who 
approved that transaction. 
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Now, in many of our transactions, not literally every one, but in 
many of our transactions there would have been an outside firm 
also working with the in-house group. As Mr. Dilg just pointed out, 
Enron used a great many law firms. I don’t know whether another 
law firm was specifically involved in this transaction or not. 

Mr. Deutsch. All right. And, again, this is one of 4,000 partner- 
ships. It is one of the largest. It is not the largest. As you well 
know, you booked — or Enron booked a $390 million gain on the 
Rhythms stock. So it is not a small, you know, transaction. I mean, 
it — so I guess I — if you are not aware, you are not aware. You are 
not aware of any specific outside counsel that would have been in- 
volved in this transaction. 

Mr. Derrick. No, I am not. But that is not to say that that infor- 
mation is not available. It certainly should be. 

Mr. Deutsch. Do you understand this transaction and how it 
was set up? 

Mr. Derrick. No, Congressman, I can’t explain the transaction, 
because, again, I had no personal involvement in it. 

Mr. Deutsch. I don’t know if I want to ask you to give a legal 
opinion, because maybe I can, you know, explain it a little bit. Let 
me go more specifically as part of this — Mr. Fastow, who obviously 
remained as the chief financial officer, was also the general part- 
ner. My understanding is that at the Board meeting it was the un- 
derstanding of the Board that he was not to receive any compensa- 
tion for his work as the general partner. Is that your under- 
standing as well? 

Mr. Derrick. Well, I would have to look at the minutes of that 
Board meeting specifically to truthfully answer that question. 

Mr. Deutsch. Was there any objection to him receiving com- 
pensation as general partner to these types of transactions? 

Mr. Derrick. The only Board meeting at which I was in attend- 
ance related to the LJMl transaction, which I believe was the 
hedge of the Rhythms transaction. And I do believe that there was 
a discussion by Mr. Fastow of the proposed compensation structure 
and that attached to the minutes of that meeting would be a slide 
which does explain whatever was explained at the meeting with re- 
spect to his proposed compensation. 

Mr. Deutsch. Were you aware of the conflict of interest role that 
Mr. Fastow had regarding his role in LJM partnerships? 

Mr. Derrick. Yes. And the very purpose of presenting that — 
well, let me say, as you undoubtedly know by now, under the 
Enron code of conduct, our code of ethics, conflicts of interest are 
not prohibited. It is provided — there is a procedure provided in the 
code of conduct that requires that a conflict of interest be presented 
to the chairman and chief executive officer. It actually is not re- 
quired to be presented to the Board, although in this case it was. 

And the very purpose of having that discussion, as I recall 

Mr. Deutsch. All right. So, really, you were trying to put in a 
meaningful system to put in place to guard against potential con- 
flicts of interest with Mr. Fastow. 

Mr. Derrick. Exactly. That is right. 

Mr. Deutsch. And it was a serious conflict that you expected 
and a suitable system was supposed to be in place? 
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Mr. Derrick. Well, with respect to LJMl, I was not present at 
the Board meetings where the LJM2 structures were discussed. As 
I recall, LJMl, Congressman, was actually looked at as a — at the 
time as basically one transaction to put in place a hedge to protect 
the value of the company. 

Mr. Deutsch. How was the conflict system supposed to operate? 

Mr. Derrick. Under our code, any employee who has a conflict 
of interest is required to present that to the chairman and chief ex- 
ecutive officer. It is then up to that individual to make whatever 
decision he or she believes is appropriate. There is no formal re- 
quirement for it to be sent through 

Mr. Deutsch. I am asking questions because — again, I have 10 
minutes, so I really do need 

Mr. Derrick. I am sorry. 

Mr. Deutsch. [continuing] to go relatively quickly. Let me just 
ask you, in the LJM deals, there was a structure where there is 
a multi-name signature block. Why was that set into place? And, 
again, the specific information we have now is that it was not fol- 
lowed through on a continuous basis. That Mr. Skilling specifically 
did not sign, you know, continuously those approval sheets, and yet 
the transactions were approved. 

Mr. Derrick. I will have to defer, in large part, I think to the 
lawyers in the Enron Global Finance Group who were charged with 
that. I don’t recall having any specific involvement in setting up 
those approval sheets. And I don’t recall at the time that the 
Rhythms transaction was being discussed. Congressman, that there 
was such an approval sheet. 

Mr. Deutsch. Did you understand the system that it was sup- 
posed to include these approval sheets? 

Mr. Derrick. At the time of the Rhythms transaction, there was 
no approval sheet. 

Mr. Deutsch. What about LJM2? 

Mr. Derrick. As LJM2 was developed, my understanding is that 
the Enron Global Finance Group, in conjunction with 

Mr. Deutsch. The bottom line is, did you know that these ap- 
proval sheets were part of the system that you had supposedly im- 
plemented to avoid conflict? 

Mr. Derrick. Yes, at some point. 

Mr. Deutsch. Okay. And did you know that Mr. Skilling did not 
sign them on a continuous basis? 

Mr. Derrick. My first awareness of that came in my conversa- 
tions with Mr. Mintz, who raised the issue that there was not con- 
temporaneous — 

Mr. Deutsch. So who was guarding the store? Who was the cop 
watching what was going on? I mean, not internally, not exter- 
nally. I mean, you set up a system which apparently no one fol- 
lowed. 

Mr. Derrick. Well, I think that — I am not sure that that is cor- 
rect, Congressman. There was a system that was set up, I think, 
designed in good faith to deal with these issues. The question that 
everyone was looking at is: was the system appropriately adhered 
to? But that responsibility was allocated by the Board to Enron 
Global Finance Legal, as well as to our chief accounting officer and 
our chief risk officer. 
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Mr. Deutsch. Let me go back to the — do you have the chart 
again? Let me just go back to it. Just because, again, we are not — 
sometimes I just have found it easy to focus on the specific trans- 
action. I am going to do my best to try to explain this, that on the 
Rhythms transaction, as I said, the stock value went up about $390 
million is my understanding. Enron made a corporate decision to 
basically lock in the price, they wanted to buy it put to do that. 

Mr. Fastow set up the partnership to sell that put back to Enron. 
It was capitalized by Enron stock right here. As soon as he set up 
the general partnership, he took out a several million dollar gen- 
eral partnership fee. That was actually the first thing that he did. 

He then sold the put back — actually, the general partnership set 
up a swap as a subsidiary, which was actually done improperly, be- 
cause by taking out the general partnership fee it had less equity 
than was needed for a 3-percent set-aside. But they sold it back. 

The problem with the transaction is two things. One is the gen- 
eral partnership never could have made good on the put. I mean, 
basically, Enron bought a put from itself in this transaction. And, 
effectively, that is what occurred. And that is the point of what I 
am saying that we — that at least in my opinion this transaction is 
illegal. It is illegal because a business purpose is not there. 

The business purpose — the purpose, as far as I can see, is. No. 
1, to enrich Mr. Fastow as the general partner to take the fee. No. 
1. No. 2, to basically manipulate the stock price, because what you 
have done is you have booked the gain, the $390 million gain. The 
liability that that stock might go down is not listed as a liability 
anywhere. 

So this is the point, you know, of why it is legal and where the 
problem comes in — is that an outside auditor, or someone — the 
public, an analyst — looking at the books, unless they can get inside 
of this transaction, does not understand what occurred. And I can’t, 
you know, for the life of me — and no one — and I have used this 
chart with other people to try to come up with, why is this a legiti- 
mate transaction? 

What is legitimate about this, except maybe, you know, if this 
was, you know, Goldman Sachs, then it would be legitimate, be- 
cause they would be selling a put. But Mr. Fastow didn’t go to 
Goldman Sachs to buy the put. He bought the put from himself 
And, in fact, what continues in this transaction is that it was cap- 
italized, as I said, by Enron stock, literally given by Enron stock, 
when both the Rhythms net and Enron stock went down without 
consideration. 

Enron then gave, at Mr. Fastow’s request, an additional — I be- 
lieve it is $150 million of additional stock to this general partner- 
ship without consideration. Without consideration. Without show- 
ing that as a liability on the balance sheets. And, again, what is 
significant about this, as we have delved into these partnerships, 
is basically this is one of many. I mean, this is one of the largest. 
It is not the largest. And this is the structure. 

Again, we talked about how Enron did all of these complicated 
things. This is not so complicated. It really isn’t that complicated. 
And this is the structure, apparently, that was continuously used 
by Mr. Fastow in the LJM partnerships. Very similar. There were 
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different products. You know, it could have been a pipeline that 
had a value, and they locked in the pipeline. 

But essentially, I mean, our understanding is this was a game. 
And, I mean, from your perspective as general counsel, I don’t see 
how you weren’t aware that this was the game. And if it was the 
game, then try to explain to me why it was a legal game and why 
this whole thing was not a scam from day one, why it wasn’t, you 
know, basically thieves in blue suits and red ties. And, really, that 
is what this whole thing is about. 

And I think that is the question which is going on, because the 
issue that I think we go back to is Enron’s demise is not business 
as usual in America. There have been several companies since 
Enron’s bankruptcy in America that have gone bankrupt. K-Mart 
has gone bankrupt. Other companies have gone bankrupt. Big com- 
panies. Not as big as Enron, but the reality is that the public mar- 
kets knew that there were problems with those companies. 

The reality is in the case of Enron, until Enron vaporized, the 
public markets did not really know of the level problem. So, Mr. 
Derrick, I really want to at least give you the opportunity, because 
if you can — if you can respond. 

Mr. Derrick. Well, Congressman, I will attempt to respond to 
the best of my ability. As I mentioned earlier, I was not involved 
in the structure of that transaction, and I can’t speak to the details 
of it. I will say, to the best of my recollection, that it was certainly 
considered at the time that the Board approved that there was a 
legitimate business purpose, and that was to help ensure that the 
shareholders of Enron would be able to retain as much value as 
possible with respect to the investment that had been made in 
Rhythms. 

As to what later transpired, I can’t speak to that. I have not cer- 
tainly been told, and was not aware, that these structures had been 
considered to be illegal. I know that there are great concerns with 
respect to the appropriate accounting treatment, but I was not 
aware that anyone had challenged the actual legality of the 

Mr. Deutsch. Is that within Enron or within your outside coun- 
sel, or am I the first person to suggest to you that they are illegal? 

Mr. Derrick. Well, I don’t claim to have read everything that 
may be out there. Congressman. But my understanding is that the 
concern here has been primarily related to whether the appropriate 
accounting treatment was followed 

Mr. Deutsch. Is it an SEC violation to have a non-business pur- 
pose in terms of that? That that is a violation? That is a criminal 
violation? 

Mr. Derrick. Well, again, my 

Mr. Deutsch. I mean, if it is a non-business purpose, it is a 
criminal violation. People will go to jail. 

Mr. Derrick. My understanding at the time that the Board ap- 
proved this was that it was certainly considered to have a legiti- 
mate business purpose — that is, to protect the value of the Enron 
shareholders and their investment in Rhythms. 

Mr. Deutsch. Okay. 

Mr. Greenwood. The time of the gentleman has expired. 

The Chair recognizes the Chairman of the full committee, Mr. 
Tauzin. 
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Chairman Tauzin. Thank you, Mr. Chairman. 

Mr. Dilg, on October 30 when Sherron Watkins met with Ken 
Lay and provided him with the memo that we have as a part of 
our record, she listed two mistakes, apparently. One was that Lay 
should have appropriately taken the matter seriously in the begin- 
ning of the investigation. However, mistake No. 2 she lists, “is that 
he relied upon V & E and Arthur Anderson to opine on their own 
work.” And she quotes your statement on October 16 to her when 
supposedly Sherron Watkins said to Lay that he should probably 
come clean and admit the problems and restate the 2000 Raptor in 
order to preserve his legacy and possibly the company. And your 
statement was, are you suggesting that Ken Lay should ignore the 
advice of his counsel and the auditors concerning this matter? She 
was apparently complaining when she went to Mr. Lay, he made 
the mistake and relied upon the very same law firm that had done 
the work on these transactions, to comment on their work and to 
comment on the criticisms of that work instead of hiring outside 
counsel and outside auditors and that you indicated to her that 
Ken Lay should simply continue to take the advice of his counsel 
and his auditors concerning this matter. 

Was that an accurate statement to Mr. Lay on October 30? 

Mr. Dilg. I don’t have a copy, I don’t believe, of that memo- 
randum Chairman Tauzin. 

Chairman Tauzin. I’ll put it in front of you right now. 

Mr. Dilg. Thank you very much. 

Chairman Tauzin. I have the cite, but here’s an actual copy and 
you can see where I’ve underlined it. She’s basically saying it was 
a great mistake for him to end up relying upon your firm, to com- 
ment on your firm’s work. And that you said, are you telling me 
that Ken Lay shouldn’t rely upon his counsel and his auditors? Is 
that accurate? 

Mr. Dilg. I don’t remember making that specific statement. 

Chairman Tauzin. You do remember, however, filling a report 
out on October 15 that you and I believe Mr. Mark Hendricks, III, 
prepared for Mr. Derrick. Is that correct? 

Mr. Dilg. Yes sir. 

Chairman Tauzin. And in that report your conclusions are that 
your “preliminary investigation do not, in our judgment, warrant a 
further widespread investigation by independent counsel and audi- 
tors.” Is that correct? 

Mr. Dilg. That’s correct. 

Chairman Tauzin. Do you stand by that decision? 

Mr. Dilg. Yes sir. 

Chairman Tauzin. You also say that while there’s some bad cos- 
metics involved that your response to the response of Mr. Derrick 
should be to Ms. Watkins that “we should assure her that her con- 
cerns were thoroughly reviewed, analyzed and were found not to 
raise new or undisclosed information given serious consideration.” 
Is that correct? 

Mr. Dilg. Yes sir. 

Chairman Tauzin. But if we look at the beginning of your report 
and this is where I want you to comment, Mr. Derrick, because this 
is a letter to you, and obviously the “you” in this sentence refers 
to you, Mr. Derrick. 
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In preliminary discussions, the second page of the report, in pre- 
liminary discussions with you, it was decided that our initial ap- 
proach would not involve the second guessing of accounting advice 
and treatment provided by Arthur Anderson, that there would be 
no detailed analysis of each and every transaction and there would 
be no full-scale discovery style inquiry. Instead, inquiries should 
continue to determine whether the anonymous letter and supple- 
mental materials raise new factual information that would warrant 
a broader investigation.” 

Isn’t it true, Mr. Derrick, that while Mr. Dilg is writing a report 
advising you to tell Ms. Sherron Watkins that you’ve given her 
complaints thorough — I want to quote you accurately, “thoroughly 
reviewed, analyzed” although you were being told by Mr. Dilg to 
tell Ms. Watkins that her complaints were thoroughly reviewed and 
analyzed. But nevertheless, you gave instructions to Mr. Dilg and 
Vinson & Elkins not to do that. You told them, according to his, 
letter, don’t look at the accounting treatment, don’t look at these 
transactions in detail and for heavens sake, don’t do a full style 
discovery. Isn’t that correct? 

Mr. Derrick. Chairman Tauzin, if I understand your question 
correctly, this goes to the point that I was speaking to in my open- 
ing remarks which is in the context of last August, recall that as 
the Powers Report indicated, despite the fact that there were lit- 
erally hundreds of people who were involved in these transactions 
and despite the fact that under the Enron Code of Conduct, there 
are three different ways of reporting anonymously any concerns 
that one may have to the company which does trigger an investiga- 
tion. 

To the best of my knowledge, the only report that had been pre- 
sented on this issue was that at the time it was an anonymous re- 
port. We took this extremely seriously. The question was at the 
time do we launch into — and this was not something I instructed 
Vinson & Elkins. This was part of our initial discussions. 

The question was how do we, as promptly, as practical 

Chairman Tauzin. Mr. Derrick, Sherron Watkins met with Mr. 
Derrick and Mr. Rogers, 3 days before the 15th. You can’t possibly 
sit here and tell me that you thought this was still an anonymous 
complaint. 

Mr. Derrick. I’m saying at the time that we received the initial 
report, it was an anonymous letter. Obviously, at some point and 
I can’t recall exactly which day that would have been, but yes, at 
some point we certainly understood it was Ms. Watkins, but I don’t 
know her. 

Chairman Tauzin. I want you to explain to us, because I’m to- 
tally — I can’t understand for the life of me why the general counsel 
of this corporation, when he’s approached by Ken Lay, when 
Sherron Watkins meets with you, Mr. Rogers, to go over all this 
stuff, not anonymous any more, why you when asked to considered 
her request that outside counsel, she says this is our recommenda- 
tion in an initial letter. Involve Jim Derrick and Rex Rogers to hire 
a law firm to investigate the Condor and Raptor transactions to 
give Enron attorney-client privilege on this work product, can’t use 
V & E due to conflict. They provided some true sale opinions on 
these deals. Why, when Mr. Lay comes to you and says I need to 
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know whether all this is true, why you turn right around and get 
Vinson & Elkins to do this extraordinarily limited investigation 
and instruct them don’t look at the accounting treatment and don’t 
do a full-scale discovery style inquiry and by the way, I should look 
at the next paragraph where Mr. Dilg, you point out that you only 
looked at selected documents, provided you by Enron. 

It appears to me, Mr. Dilg, Mr. Derrick was severely limiting 
your ability to examine whether or not. No. 1, Sherron Watkins’ al- 
legations were correct, because you were told not to look at them. 
And two, whether anybody else really ought to look over your 
shoulder and see whether or not Vinson & Elkins had done a good 
job in recommending these deals when you issued approval letters 
on them. 

Is that correct? 

Mr. Dilg. I don’t believe that we were instructed to be limited. 
Chairman Tauzin. 

Chairman Tauzin. I’m reading your statement, Mr. Dilg. Listen, 
let me read it again. “In preliminary discussions with you, Mr. Der- 
rick, it was decided” — sounds like both of you talked about it and 
decided together that our initial approach would not involve the 
second guessing of the accounting advice and treatment provided 
by AA. And there would be no detailed analysis of every trans- 
action. And there would be no full-scale discovery style inquiry. 
And second, that you would only review selected documents. You’re 
trying to tell me that wasn’t an extraordinarily limited review of 
Sherron Watkins’ complaints? 

Mr. Dilg. I think the sentence you read did talk about our initial 
approach and again the scope of our review was to determine 
whether a further, more detailed 

Chairman Tauzin. How could you know whether a further review 
would be required if you wouldn’t even look at her allegation? How 
could you, the attorneys who advised the corporation on these 
deals, how could you possibly give the company objective informa- 
tion as to whether or not an outside counsel or an outside auditor 
ought to look at them if he never even looked at the deals again? 

Mr. Dilg. Ms. Watkins was raising some very serious business 
concerns that she wanted Mr. Lay to review and be aware of. We 
didn’t feel that that involved and there is nothing in her letter 

Chairman Tauzin. Did you even bother to interview Skilling? 

Mr. Dilg. Mr. Skilling was no longer with the company. 

Chairman Tauzin. But you never tried to interview him? 

Mr. Dilg. No sir. 

Chairman Tauzin. You never asked him about the so-called 
handshake deal where he promised that the partnership would be 
protected with Enron stock, they would never lose money? 

Mr. Dilg. No sir. 

Chairman Tauzin. You just asked Fastow about it, he denied it 
and that was enough? 

Mr. Dilg. He denied it. If there was a concern from the com- 
pany’s standpoint, Mr. Causey said that he was not aware, I be- 
lieve Mr. Causey said he was not aware of any such transaction 
and 

Chairman Tauzin. Ms. Watkins says that employees were asking 
this all the time, that people were saying that, that many similar 
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comments are made when you ask about these deals. Employees 
quote our CFO as saying these are handshake deals. But Skilling 
and LJM will never lose money. Did you ever try to find out who 
these employees were who said that Fastow actually told them that 
he had such a handshake deal? 

Mr. Dilg. We did interview Ms. Watkins and she said a lot of 
it was rumors that she had heard. She did give us some names of 
other people that we should talk to on this specific aspect. 

Chairman Tauzin. Did you talk to them? 

Mr. Dilg. We did not. 

Chairman Tauzin. You didn’t bother chasing down that allega- 
tion. You didn’t talk to Mr. Skilling. You lived by Mr. Derrick’s and 
your agreement not to look at the deals, not to do any discovery- 
style inquiry and you reported quite conveniently to Mr. Lay and 
Mr. Derrick that everything is okay, just cosmetic and tell Ms. 
Watkins that we looked at everything and she should go away. In 
fact, you did more than go away. This is a remarkable piece. This 
is a memo — Mr. Derrick, I want to ask you about this one. This is 
from someone who works in your office. This is from Ms. Sharon 
Butcher. It’s to Sharon Butcher from Vinson & Elkins from Carl 
Jordan, but the letter is per your request. Some way or another, 
someone who worked for you, Sharon Butcher, made a request to 
Vinson & Elkins and she made two requests apparently. “Per your 
request, the following” 

Mr. Greenwood. It’s Tab 4 in your books in case you need to 

Chairman Tauzin. Tab 4 in your books. From Carl Jordan, Au- 
gust 24 , 2 days after — I mean this is right about the time all this 
is coming about, to Sharon Butcher in your office, Mr. Derrick. 
Which says, “per your request, Sharon”, so Sharon must have 
asked for this information. “Here are some thoughts on how to 
manage the situation with the employee who made the sensitive re- 
port” and there are all kind of thoughts about how thank God she’s 
asking for reassignment herself. You can see she wanted a new job. 
And then the second one, you also ask that I include in this com- 
munication a summary of the possible risks associated with dis- 
charging or constructively discharging employees who report alle- 
gations of improper accounting practices. Did you, Mr. Derrick, in- 
struct Sharon Butcher to make such a request on Vinson & Elkins? 

Mr. Derrick. Yes, I did. Congressman. 

Chairman Tauzin. Explain to me why. 

Mr. Derrick. Well, under our Code of Conduct, any employee 
who makes an anonymous report is guaranteed that there will be 
no retribution by the company, that the company will not tolerate 
any form 

Chairman Tauzin. Why did you need the lawyers to tell you 
what the risk of doing something you knew you couldn’t do? 

Mr. Derrick. We wanted to be absolutely correct in every 
way 

Chairman Tauzin. That’s a fine answer. You want to be abso- 
lutely correct. But let me ask you again what I asked you. If you 
already knew that your code of ethics prohibited you from dis- 
charging her, why on earth would you instruct one of your employ- 
ees to ask Vinson & Elkins about what would happen if you did 
that, what the risks were to the company, including, for example 
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the SEC might have some questions about that and that you might 
have problems with other oversight agencies of the government if 
you did that. Why would you even want to ask Vinson & Elkins 
to give you a list of all the horrible things that would occur if you 
knew you had no right under your own code of ethics to discharge 
this employee? 

Mr. Derrick. That gives us any information that we would need, 
Congressman, as a legal department, in order to be in the best po- 
sition to protect any potential harassment or intimidation of Ms. 
Watkins. We had absolutely nothing other than her interest and 
the company’s interest in acting properly in this regard. Not only 
was that the right thing 

Chairman Tauzin. Mr. Derrick, you came from Vinson & Elkins, 
didn’t you? 

Mr. Derrick. I certainly did. 

Chairman Tauzin. So you’re the lead counsel for Enron. The guy 
Mr. Lay turns to to get help with these allegations. 

Mr. Derrick. Correct. 

Chairman Tauzin. Formerly with Vinson & Elkins. You turn 
back to Vinson & Elkins to investigate it, but you tell them don’t 
look too hard. That’s the common sense review of what I’ve just 
read to you. 

How do you explain that? 

Mr. Derrick. I would respectfully disagree with that construc- 
tion, Congressman. As I mentioned, Mr. Lay and I both proceeded 
in absolute good faith to take Ms. Watkins’ allegations extremely 
seriously. What you were pointing to as the downside of Vinson & 
Elkins was also the great strength of Vinson & Elkins 

Chairman Tauzin. Why did you tell them not to look at the 
deals — why did you tell them not to do a thorough discovery-style 
inquiry? Why did you tell them not to do that? 

Mr. Derrick. Let me say again I did not instruct them to do 
that. That was part of our initial discussion in how best to proceed 
with a preliminary investigation. It was always the purpose of this 
investigation that the recommendation to engage an additional ac- 
counting firm could well have been made. 

Chairman Tauzin. My time is up, but I want to make it clear. 
You call this a preliminary investigation, but it’s the only one you 
did, right? It’s the only one Vinson & Elkins did, the only one you 
did, right? 

Mr. Derrick. We followed the recommendation that we received 
from the outside firm 

Chairman Tauzin. From Vinson & Elkins saying we don’t think 
anybody ought to overlook our work and check it. I)id that surprise 
you that Vinson & Elkins would tell you we don’t think anybody 
has to look at what we did to see if it’s legally correct? 

Mr. Derrick. I have the utmost faith in Vinson & Elkins and in 
their integrity. I believe that they had truly believed that we 
should have proceeded 

Chairman Tauzin. You knew that Vinson & Elkins were the at- 
torneys on the Raptor deal. 

Mr. Derrick. As I said. Congressman, I don’t know that I was 
aware that they were attorneys on all the deals, but we were cer- 
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tainly aware that they had been involved in the transactions which 
gave them the great ability to quickly start on the investigation. 

Mr. Greenwood. The time of the gentleman has expired. The 
chair is about to recognize the gentlelady from Colorado, but before 
I do just one question, Mr. Dilg. Your preliminary investigation 
was not a cover up, was it? 

Mr. Dilg. It was definitely not a cover up. 

Mr. Greenwood. In what ways would a cover up look different 
than your preliminary investigation? 

Mr. Dilg. I’m not sure. I’ve never participated in a cover up. 
Chairman. Again, you need to take our preliminary report in the 
context of what Enron was doing at the time in terminating the 
Raptor transactions and having already removed Mr. Fastow from 
the conflict of interest position. 

Mr. Greenwood. The chair recognizes the gentlelady from Colo- 
rado for 10 minutes. 

Ms. DeGette. Thank you so much, Mr. Chairman. Mr. Derrick, 
I’m sure you didn’t mean to imply to the chairman that you gave 
any less shrift to the allegations being made by Ms. Watkins be- 
cause they were initially made anonymously, did you? 

Mr. Derrick. To the contrary. Congresswoman 

Ms. DeGette. I’m serious, didn’t you. 

Mr. Derrick. We absolutely did. 

Ms. DeGette. Thank you. Now also. I’m sure that when you 
asked Vinson & Elkins to do an investigation, you yourself didn’t 
intend to have them do a cover up, did you? 

Mr. Derrick. My integrity is not for sale. Congresswoman. I 
would not participate in a cover up. 

Ms. DeGette. Thank you. So you thought that they would do an 
independent investigation. 

Mr. Derrick. Yes, I did. 

Ms. DeGette. Is that your testimony? 

Mr. Derrick. Yes. 

Ms. DeGette. Thank you. Now Mr. Dilg, in your written testi- 
mony, you point out to us very helpfully that Enron’s legal affairs 
were directed by a highly sophisticated in-house legal department 
consisting of approximately 250 attorneys, some of which by the 
way, came from your organization, correct? 

Mr. Dilg. That’s correct. 

Ms. DeGette. And so for most of the financial transactions, your 
lawyers would interface with the in-house attorneys and also, by 
the way, with Arthur Anderson who provided the auditing and ac- 
counting advice for Enron, correct? 

Mr. Dilg. We would usually interface with the legal department. 
I’m not sure that we would interface with Arthur Anderson. 

Ms. DeGette. You assumed that the in-house lawyers were 
interfacing with Arthur Anderson for routine transactions, right? 

Mr. Dilg. I’m not sure it would be the in-house counsel as much 
as it would be the in-house financial department or accounting de- 
partment. 

Ms. DeGette. So you don’t even know if the in-house lawyers 
were working with Arthur Anderson on these issues? 

Mr. Dilg. That’s correct. I do not know. 
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Ms. DeGette. As far as you know, there may have been no law- 
yers working with Arthur Anderson? 

Mr. Dilg. That could be. 

Ms. DeGette. Mr. Derrick, do you know if your lawyers worked 
with Arthur Anderson? 

Mr. Derrick. I can only say that I personally did not work with 
Arthur Anderson. It wouldn’t surprise me 

Ms. DeGette. You were the head of the legal department. Do 
you know whether any of your lawyers worked with them? 

Mr. Derrick. As I was going to say. Congresswoman, it wouldn’t 
surprise me that on some matters there was interface between 
some in-house lawyers and Anderson. I personally was not. 

Ms. DeGette. If you wouldn’t mind supplementing your answer, 
find out if anybody did, that would be helpful in this investigation. 

Now Mr. Derrick, the investigation of Sherron Watkins’ claims, 
that was kind of a different assignment than the normal assign- 
ments that you got, wasn’t it? 

Mr. Dilg. Is that question addressed to me. Congresswoman? 

Ms. DeGette. I’m sorry. Yes, it is, Mr. Dilg. 

Mr. Dilg. Yes, that was not a normal assignment as far as — I’m 
a transactional lawyer. 

Ms. DeGette. Did you understand that that was to be an inde- 
pendent investigation of these claims? 

Mr. Dilg. I understood we were to make a preliminary review. 
We discussed 

Ms. DeGette. Did you think it would be an independent prelimi- 
nary review? 

Mr. Dilg. It depends on — it’s not an independent review such 
that you would have to respond to a derivative suit or if you were 
going to have an independent committee of the board directing 
their own counsel. 

Ms. DeGette. So you didn’t think it was particularly inde- 
pendent. The reason I’m asking this question is because and we’ve 
talked about this at length with the chairman and others, you lim- 
ited the scope of the investigation right from the get go. You said 
that you’re not going to second guess Arthur Anderson’s account- 
ing, right? 

Mr. Dilg. We 

Ms. DeGette. Wasn’t that one of your premises in the investiga- 
tion? 

Mr. Dilg. In our preliminary review, we were not to review the 
accounting. 

Ms. DeGette. And in fact you never did review Arthur Ander- 
son’s accounting, did you? 

Mr. Dilg. No, we did not. 

Ms. DeGette. Okay, the investigation team was you and Mr. 
Hendricks only, right? 

Mr. Dilg. That’s correct. 

Ms. DeGette. You didn’t use any associates, right? 

Mr. Dilg. That’s correct. 

Ms. DeGette. You didn’t have any accountant helping you with 
the investigation, did you? 

Mr. Dilg. That’s correct. 
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Ms. DeGette. So you would really have no way — I mean do you 
have an accounting background? 

Mr. Dilg. I do not. 

Ms. DeGette. I don’t know how you are, the way I am, before 
I went to law school I had one accounting course in college. I as- 
sume it’s probably pretty much the same with you, is that right? 

Mr. Dilg. I believe I had two semesters of accounting in under- 
graduate school. 

Ms. DeGette. Okay. So you don’t really understand complicated 
accounting transactions or standards, do you? 

Mr. Dilg. No ma’am. 

Ms. DeGette. Do you know whether Mr. Hendrick does? 

Mr. Dilg. I do not believe he does. 

Ms. DeGette. So the two of you, you interviewed witnesses, just 
the two of you. You never reviewed these transactions, did you? 

Mr. Dilg. No, we did not get into the details of the transaction. 

Ms. DeGette. Now you did know, didn’t you, that Sherron Wat- 
kins’ allegations were that the accounting scandals were the prob- 
lem. Isn’t that correct? 

Mr. Dilg. She raised a number of different things in her cor- 
respondence with Mr. Lay. 

Ms. DeGette. Right, but I mean basically she said we will im- 
plode in a way the accounting scandals and there’s an elaborate ac- 
counting hoax and then her supplemental information indicated 
she thought there were accounting problems with a number of the 
transactions, most particularly Raptor, correct? 

Mr. Dilg. She was concerned about the Raptor transaction, pri- 
marily. 

Ms. DeGette. Right. 

Mr. Dilg. Her main concern was that Mr. Lay, in coming back 
in as CEO, thoroughly understand the issues he had with the busi- 
ness issues of the vehicles unwinding 2 years hence and the prob- 
lems that might cause. 

Ms. DeGette. If you’ll excuse me. I’ve looked at — I assume you 
reviewed all of her — both her letter of concern and also the at- 
tached specific concern she raised, didn’t you? 

Mr. Dilg. Yes, we did. 

Ms. DeGette. Well, because she says here about Raptor, the ac- 
counting treatment looks questionable, and talks about equity de- 
rivatives. “The equity derivative transactions do not appear to be 
at arm’s length. There’s a veil of secrecy. Employees are ques- 
tioning our accounting propriety” etcetera. Aren’t those all issues 
around accounting? 

Mr. Dilg. Yes. All those statements relate to accounting. 

Ms. DeGette. Did you understand what those allegations were? 

Mr. Dilg. We understood her base allegation to be concern about 
the fact that the Raptor vehicles were supported by Enron stock 
and that Enron had hedged investments made against those. 

Ms. DeGette. Right, and she had specific concerns about specific 
transactions. Did you ever have any independent accountant look 
at those transactions? 

Mr. Dilg. We did not. 

Ms. DeGette. Now, why not? 
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Mr. Dilg. Our charge for the initial review was to determine 
whether there were facts sufficient for a further review. We were 
not to review the accounting advice given by the accounts that 
Enron’s audit committee had decided to use for accounting advice. 

Ms. DeGette. If the allegation is that the accounting is funny, 
and you rely on the accounting to come to your conclusion, how can 
you conclude that there’s not a problem with the accounting with- 
out any kind of outside analysis? 

Mr. Dilg. We were concerned with making sure that Arthur An- 
derson had at their disposal all the material facts relating to the 
transactions and we did try to verify that. 

Ms. DeGette. And did you find that out? Did they? 

Mr. Dilg. Yes. 

Ms. DeGette. How did you find that out? 

Mr. Dilg. We gave them Ms. Watkins’ letter and walked through 
with their engagement partners point by point under Ms. Watkins’ 
letter and 

Ms. DeGette. Did they have the information, so, from that you 
concluded yes? 

Mr. Dilg. They were very well aware of the issues that she was 
raising and that they felt very comfortable with the accounting de- 
cisions they had made in connection with the transaction. 

Ms. DeGette. Let me ask you this, did you ask Anderson to pro- 
vide you a detailed analysis of the allegations that Ms. Watkins 
made in her memo, most specifically, the Raptor deals and the 
other deals? Did you ask them for a detailed analysis or did you 
just say, does this look okay to you and they said yes, and that was 
it? 

Mr. Dilg. We gave them the letter, I believe, a day or so before 
a meeting that we had with Mr. Duncan and Ms. Cash. We did not 
ask for a detailed, written analysis. 

Ms. DeGette. So you don’t know to this day what Arthur Ander- 
son’s analysis would have been of the transactions that formed the 
basis of Ms. Watkins’ concerns? 

Mr. Dilg. Arthur Anderson had included those transactions in 
the scope of their overall audit of the company and they confirmed 
to us verbally that they were still comfortable 

Ms. DeGette. This seems like an incredible circle to me. She 
says well, there’s problems with the audit, so you go ask the people 
that did the audit. They say the audit was okay, so it just comes 
back to point one. 

How could you decide independently if it was true or not? 

Mr. Dilg. We could not decide on whether the accounting was 
correct. We’re not in position to do that. We could decide whether 
the Big Five accounting firm that the company’s audit committee 
had decided to rely on for accounting advice were aware of the con- 
cerns and that they were still satisfied with their accounting ad- 
vice. 

Ms. DeGette. But if the accounting — if the concern of the whis- 
tle blower is that the accounting is wrong, then how can you deter- 
mine there’s not a problem if you’re relying on the people doing the 
accounting to give you the analysis? 

Mr. Dilg. I think Ms. Watkins’ concerns, and I don’t want to 
speak for Ms. Watkins, but based on her letter and our interviews 
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were not with the technical accounting side. She disagreed with the 
concept that you could support a transaction with your own stock. 

Ms. DeGette. Okay, let me ask you one more question. Now you 
said here there’s some problems with cosmetics. You thought it 
might look bad, right, in your report? 

Mr. Dilg. We laid out 

Ms. DeGette. You used that word, you said that there’s some 
problems with cosmetics. 

Mr. Dilg. We did use the word cosmetics. 

Ms. DeGette. But then you said you had some concerns that 
there might be litigation as a result of this, correct? 

Mr. Dilg. We had concerns that we expressed both in the letter 
and in oral conversations that in the event of the litigation, these 
transactions could be portrayed very badly. 

Ms. DeGette. Well, actually, you said that you were concerned 
that there might be litigation. Right? You said, “there is a serious 
risk of adverse publicity and litigation.” That’s the last page, page 
9 of the October 15 letter. 

Mr. Dilg. Yes. 

Ms. DeGette. She’s handing it to you right now. 

Mr. Dilg. Thank you. 

Ms. DeGette. Did you undertake any other, any further risk 
analysis on behalf of your client, Enron, to let them know what 
those litigation risks were so that they could rely on your advice 
and conduct a narrow internal affairs? 

Mr. Dilg. We did advise the company of the litigation risk. 
Again, these were transactions that had been entered into by the 
company some 18 months to 2 years before. There had been serious 
declines in the market value of the investments that had been 
hedged against them. The company terminated these vehicles 
shortly after our initial meeting with Mr. Lay and Mr. Derrick. 

Ms. DeGette. Can I just stop you? We don’t have any document 
that would indicate the advice you gave to Enron relating to the 
litigation risk. Does such a document exist or did you give that ad- 
vice verbally? 

Mr. Dilg. It’s here in the October 15 letter. 

Ms. DeGette. So there’s no additional documentation other than 
this? 

Mr. Dilg. There was an outline, I believe that the committee has 
of our discussion of Mr. Lay and Mr. Derrick. 

Ms. DeGette. But there’s no additional memo about litigation 
risk? 

Mr. Dilg. That’s correct. 

Ms. DeGette. Thank you very much, Mr. Chairman. 

Mr. Greenwood. The chair thanks the gentlelady from Colorado 
and recognizes the gentleman from Florida for 10 minutes for pur- 
poses of inquiry. 

Mr. Stearns. Thank you, Mr. Chairman. Mr. Dilg, I saw in your 
opening statement, I just re-read it, you talked about that you felt 
the lawyers that you dealt with with Enron were highly capable, 
well qualified attorneys. Then you talked about your relationship 
with Enron and you were proud of it. I think that’s what you said 
in your opening statement? 

Mr. Dilg. Yes sir. 
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Mr. Stearns. In hindsight, do you think there’s anything you 
would have done differently dealing with Enron? 

Mr. Dilg. I do not think so. 

Mr. Stearns. So you would not have changed an iota of anything 
that you did with Enron in your advising, in your consulting, in 
your procedures with them? 

Mr. Dilg. We performed a great deal of work on very many 
projects for Enron over a long period of time. To my knowledge, 
there’s nothing that I’m aware of that we would change. 

Mr. Stearns. Okay, so we’ve established the record that every- 
thing you did during that time with Enron, you would do it again, 
the same thing. Is that correct? 

Mr. Dilg. Erom my personal standpoint, yes. 

Mr. Stearns. This, to me is a little bit far fetched. If I were you, 
I would say look, we made some mistakes. We’re sorry, we could 
have improved. There are some areas we could have changed. But 
to come up here and say there’s absolutely nothing you would 
change, did you ever think about not continuing Enron as a client? 

Mr. Dilg. No sir, not until after the bankruptcy. 

Mr. Stearns. So it took you to the absolute meltdown of this cor- 
poration before you said we’ll just not have Enron as a client. Is 
that true? 

Mr. Dilg. That’s correct. 

Mr. Stearns. And all during that time, there were no indications 
to you that Enron was performing functions that were illegal in 
your opinion? 

Mr. Dilg. Never had any information that would indicate to me 
that Enron was performing an illegal act. 

Mr. Stearns. How much did you charge V & E for its investiga- 
tion of the Watkins letter? 

Mr. Dilg. How much did we charge Enron? 

Mr. Stearns. How much did V & E charge Enron for the inves- 
tigation of the Sherron Watkins letter? 

Mr. Dilg. I don’t have the precise figures. I believe it’s around 
$60,000. We conducted that very quickly. 

Mr. Stearns. In your testimony, you define the role of legal 
counsel. Let me just read from this. “If a transaction”, you say, “is 
not illegal and has been approved by the appropriate levels of a 
corporate management, lawyers, whether corporate counsel or with 
an outside firm, may appropriately provide the requisite legal ad- 
vice.” 

So if a transaction is not illegal, not illegal and it’s been ap- 
proved by the corporate management, who determines whether a 
transaction is legal or not? Isn’t that your job? 

Mr. Dilg. Based on the information we would have at the time 
we were rendering the legal services, that’s certain advice that we 
would give. 

Mr. Stearns. That kind of answer gets me concerned. If I under- 
stand, the whole purpose of V & E is to take the facts that are 
given to you, figure out if there is a legally appropriate way to do 
it, isn’t that what your law firm does? Anderson comes to you, we 
want to do this, you show them how to do it legally. Isn’t that the 
whole purpose of your law firm? 
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Mr. Dilg. That is the type of advice we render on certain mat- 
ters, when we’re asked. We do litigation matters. We do lots of dif- 
ferent things. 

Mr. Stearns. I think every law firm in America is trying to ad- 
vise their clients what’s legal to do. And you’re saying that you, as 
the counsel for Enron, never saw anything egregious about any- 
thing they did during the entire relationship you had with Enron. 
That’s what you’re telling us today? 

Mr. Dilg. Yes sir. 

Mr. Stearns. Now when Mr. Skilling came here, he gave pretty 
much the same tact you have done, you know. I used the term with 
him “plausible deniability.” 

I don’t know if that term fits you, but the approach you’re taking 
here is total unrepentence, a feeling that you did nothing wrong 
and that you and your entire legal firm with all these high powered 
lawyers, never saw a red flag during the whole process and you 
never thought about separating your relationship with Enron until 
the meltdown and until the bankruptcy. That’s what you’re telling 
us today. 

Mr. Dilg. I believe the earlier question was whether we ever saw 
anything illegal. That’s what we’re qualified to determine. Red flag 
is a term that I’m not sure that I feel comfortable with. But then 
again, it’s to my knowledge we never saw anything at Enron that 
we considered illegal. Our ethical obligations would require us to 
withdraw if we did and if they did not follow our advice in pur- 
suing an illegal action. 

Mr. Stearns. Mr. Sefton, prior to your coming here, I had the 
opportunity to question Mr. Mintz, your successor. He testified that 
when he saw virtually identical language that was in the LJM2, 
identical language in the PPM for LJM3 in late 2000, he became 
very concerned. He was alarmed, because it suggested that Eastow 
was promoting his access to inside information as a way to promote 
investment in his partnership. 

He raised his concern with Enron’s legal team and V & E. Mr. 
Dilg, did you know that he raised that? Mr. Mintz raised that with 
you folks about his concern about Eastow’s inside — promoting his 
access to inside information? Did you ever know about that? Just 
yes or no? 

Mr. Dilg. I don’t believe I recall any specific conversations with 
Mr. Mintz. 

Mr. Stearns. Mr. Sefton, did you know about Eastow and what 
he was doing? Because you prepared the LJM2 papers, didn’t you? 

Mr. Sefton. No, I did not prepare those papers. 

Mr. Stearns. Didn’t you review them? 

Mr. Sefton. I saw some of the documents relating to LJM2. 

Mr. Stearns. How can you see some and not the entire docu- 
ment? Do they come one page at a time? 

Mr. Sefton. LJM2 was represented by Kirkland & Ellis which 
was their outside counsel. They did essentially all the work on put- 
ting that deal together. 

Mr. Stearns. Well, did you review the private placement memo- 
randum? 

Mr. Sefton. Yes, I did. 
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Mr. Stearns. And there was no concern by you on this, even 
though your successor, Mr. Mintz, testified that he had great con- 
cern about the PPM for LJM3 and yet you had no concern, is that 
correct? 

Mr. Sefton. I have never discussed with Mr. Mintz the reasons 
for his concerns. 

Mr. Stearns. Mr. Skilling did not sign any of these documents. 
Should Mr. Skilling have signed some of these documents? 

Mr. Sefton. His signature was called for on the form, yes. 

Mr. Stearns. When I go to a closing on my home, if I don’t sign 
the document, my lawyers says, “Mr. Stearns, you better sign this 
document or the deal is not going to be credible.” 

Now your job was to review these partnerships, is that correct? 

Mr. Sefton. No, that’s not correct. 

Mr. Stearns. Okay. Did you see these partnership agreements? 

Mr. Sefton. No, I did not. 

Mr. Stearns. But you just told me earlier that you saw a part 
ofLJM2? 

Mr. Sefton. I saw the private placement memorandum. 

Mr. Stearns. Okay, would you have discerned whether Skilling 
signed or not that? Could you recognize in that he did not sign it? 

Mr. Sefton. I don’t believe his signature was called for in con- 
nection with the private placement memorandum. 

Mr. Stearns. If you don’t mind, pull the mike a little closer. 

Mr. Sefton. Sorp^. 

Mr. Stearns. Did you sign the approval sheets for the LJM2? 
Did you sign them? 

Mr. Sefton. Yes, I did. 

Mr. Stearns. Now if you signed them that meant that you were 
approving the LJM2 partnership, is that correct? 

Mr. Sefton. That is not my understanding. 

Mr. Stearns. So when you sign a document that’s the approval 
sheet, it’s your understanding that that does not mean it’s an ap- 
proval sheet? 

Mr. Sefton. The approval sheet requires approval by Mr. Buy 
and Mr. Causey. Those were the two senior executive officers of the 
company who were required to approve the transactions by the 
board of directors. 

Mr. Stearns. Mr. Derrick, what was your role in helping the 
board of directors understand the LJM transactions? As general 
counsel, did you advise them on the controls they implemented to 
avoid conflicts in doing business with LJM and did you recommend 
that they implement any additional controls? 

Mr. Derrick. Congressman, the only — ^best of my recollection, 
the only board meeting that I was at with respect to the LJM was 
the LJMl transaction in which was viewed as simply a on-off 
transaction. There were no controls, as I recall the discussion at 
that point, because it was already a deal that they were looking at 
specifically with a fairness opinion. 

With respect to the other LJM matters, I did not personally par- 
ticipate in the controls and I was not at the meetings at which 
LJM2 was 

Mr. Stearns. Mr. Derrick, I just have a little time left. All of us 
on this committee are just having a difficult understanding why 
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Mr. Skilling didn’t sign these documents and why you, as a former 
general counsel of Enron didn’t get a concern when Skilling didn’t 
sign these documents because I would think part of your joh as the 
former general counsel of Enron is to make sure all the documents 
are properly signed. 

Mr. Derrick. Well, Congressman, as we have said, we had al- 
most 250 lawyers in a decentralized department 

Mr. Stearns. You had too many people to enforce the signing of 
the document? 

Mr. Derrick. No, but the responsibility for that was allocated by 
the board to Enron Global Finance and their attorneys. Those were 
not documents that were toward me. 

Mr. Stearns. Mr. Sefton, what’s your comment? 

Mr. Sefton. With respect to what? 

Mr. Stearns. Documents that Mr. Skilling should have signed, 
were not signed. Shouldn’t that raise some flags? 

Mr. Sefton. Yes, and it did. 

Mr. Stearns. I mean because Mr. Derrick is saying you’re sup- 
posed to have done it, so he’s bouncing — aren’t you, Mr. Derrick, 
bouncing the ball back to Mr. Sefton and saying Mr. Sefton was 
supposed to do that? Isn’t that what you just said? 

Mr. Derrick. I don’t mean to be bouncing balls. Congressman. 
I’m just saying the board had allocated that responsibility to a par- 
ticular group, a legal group in our organization. 

Mr. Stearns. I would think the general counsel of Enron might 
be that particular group you’re talking about. So Mr. Sefton, at this 
point I’m finding it hard to believe that you wouldn’t be involved 
in making sure all these documents were properly signed. 

Mr. Sefton. I’d like to just say that it was never my under- 
standing that the board delegated this job to Enron Global Finance 
legal. That was never my understanding. 

Mr. Stearns. Whose responsibility was it? If it wasn’t yours, 
whose responsibility? You ere the top poobah here, the former — ^you 
were the counsel for Enron. I mean if you’re not responsible, the 
Global Finance, who else could there be? 

Mr. Sefton. I believe the approval process called for the busi- 
ness unit that was doing the transaction to complete the signatures 
and get the signatures on the form. 

Mr. Stearns. Well, Mr. 

Ms. DeGette. Will the gentleman yield real quick 

Mr. Stearns. I want to finish. The general counsel, Mr. Mintz, 
I mean he tried. He said I sent him a memo in May 2001. I gave 
him about a week to respond. This is Mr. Mintz saying. I didn’t 
hear from him. I asked my secretary to call his secretary to see if 
I could get him on the schedule. He tried and tried and tried. And 
Mr. Mintz was unable to get the signature on the approval sheets. 
I mean who should he have gone to? I mean aren’t you the respon- 
sible one to help out here? 

Mr. Sefton. No, Mr. Mintz is my successor. 

Mr. Stearns. Yeah. I mean you weren’t aware of this problem 
at all with Mr. Skilling? Are you saying today you had no knowl- 
edge about Skilling not signing these documents, is that your state- 
ment today? 

Mr. Sefton. No, I’m not. 
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Mr. Stearns. You knew he didn’t sign the documents? 

Mr. Sefton. I know that his signature wasn’t on all the forms. 

Mr. Stearns. Okay, so if they weren’t on all the forms, should 
they have heen on all the forms? Just yes or no? 

As a general counsel, should his name have been on the forms, 
yes or no? 

Mr. Sefton. I understand that the 

Mr. Stearns. No, just yes or no. Should they be on the forms? 

Mr. Sefton. Well, I’d like to answer by saying that the approvals 
required by the board of directors required approval by Mr. Buy 
and Mr. Causey and that’s what the board said had to be done in 
order to approve these transactions because of the conflict of inter- 
est. 

Mr. Stearns. No. I’m just asking your general, your legal opinion 
here as a general counsel. Should Skilling’s name have been on 
those forms? 

Mr. Sefton. The board did not call for that. 

Mr. Stearns. So they don’t have to be on the forms, is that what 
you’re saying? 

Mr. Sefton. The board did not recall Jeff Skilling to sign those 
forms. 

Mr. Stearns. But you just told me earlier that his name should 
have been on the forms. You just told me a moment ago. 

Mr. Sefton. His signature was called for by the form itself, but 
it wasn’t required by the board procedures. 

Mr. Stearns. Didn’t you create the form? Who created the form? 

Mr. Sefton. I did assist in preparing the form. 

Mr. Stearns. Assist, now wait a second. You created the form, 
Mr. Sefton. You asked that his name be on that form. You told me 
his name should have been on that form and it wasn’t on the form. 

Mr. Sefton. No, I 

Mr. Stearns. That’s the facts we’ve just established. 

Mr. Sefton. No, I did not ask that his name be on the form. 

Mr. Stearns, ^^o did, because you said his name should have 
been. And you prepared the form, so who else could there be? 

Mr. Sefton. Mr. Fastow suggested that Mr. Skilling’s name be 
added. 

Mr. Stearns. And did you make sure that that name was added 
in the nomenclature underneath saying blank line, Mr. Skilling? 

Mr. Sefton. Yes, I did. 

Mr. Stearns. So you had on the form that Mr. Skilling’s name 
should have been there. You prepared the forms. You said he 
should have been on there. Now tell me why didn’t you make sure 
it was not on the form? 

Mr. Sefton. Well, what I haven’t mentioned to you is that when 
I became aware of the fact that some of the forms had not been 
signed by Mr. Skilling, I raised this issue with Mr. Fastow and told 
him that there was an issue here that we needed to deal with. 

Mr. Stearns. Needed to deal with is probably a good way to 
summarize this. 

Mr. Chairman 

Ms. DeGette. Mr. Chairman, can I ask unanimous consent for 
15 seconds? 

Mr. Greenwood. Without objection. 
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Ms. DeGette. Mr. Rogers, in your position, did you think that 
Mr. Skilling was supposed to sign those forms? 

Mr. Rogers. Madame Chairman, let me reach over here. This is 
pretty uncomfortable. Congresswoman, excuse me. I’m getting off 
to a bad start. I think these processes for policies and procedures 
for ensuring that these transactions with LJM were not adverse to 
the best interest of Enron and that they were arm’s length 

Ms. DeGette. I asked a kind of a simple question. Can I get 
kind of a simple answer? Did you think Mr. Skilling was supposed 
to sign the forms? 

Mr. Rogers. In the beginning, that was not my understanding. 

Ms. DeGette. Okay. 

Mr. Rogers. That was an important factor for the Board. When 
I said earlier, as these processes evolved and the in-house counsel 
reviewed the policies and procedure to see how they could be re- 
fined and improved, it was clear to me through reading minutes of 
the board that the board considered Mr. Skilling’s approval to be 
important. 

Ms. DeGette. Thank you. And so you thought he was supposed 
to sign the forms as it went on? 

Mr. Rogers. I did think he was supposed to sign the forms as 
it went on. 

Ms. DeGette. Thank you. 

Mr. Greenwood. The time of the gentlelady has expired. The 
chair would inform the witnesses and the members of the com- 
mittee that we have what appears to be a relatively brief series of 
votes that we must address on the floor, so we will recess now for 
at least 20 minutes and I can’t give you a precise time because of 
the uncertainty of the votes, but it will be about 20 minutes. 

[Off the record.] 

Mr. Greenwood. The hearing will come to order. The chair rec- 
ognizes the gentleman from Michigan, Mr. Stupak for 10 minutes 
for inquiry. 

Mr. Stupak. Thank you, Mr. Chairman. Mr. Dilg, just to ask you 
some questions and you had indicated in your response that there 
was this litigation risk and then you went on and said that because 
of serious decline in the market that there would be a litigation 
risk. Is that some quick summary of what you said to Ms. DeGette, 
that there would a litigation risk because of serious decline in the 
market? 

Mr. Dilg. Right, Enron shares dropped possibly 60 percent or so 
in the last year, at a point in time in August and in September 
when we were writing this report. 

Mr. Stupak. So as long as the market stayed up, Enron would 
never be in trouble, is that correct? 

Mr. Dilg. No sir, I don’t believe that was the rationale. 

Mr. Stupak. There wouldn’t be any problem unless there was 
lawsuits. The only lawsuits are going to come when people start 
losing money. So all these transactions, partnerships, these SPEs, 
that’s okay, as long as the market stays up and Enron can cover 
the cost? Is that sort of the conclusion of the logarithm? 

Mr. Dilg. No sir. The Raptor vehicles had had some very severe 
losses hedged against them. I think it was Mr. Causey that told us 
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in our interviews that they were designed to deal with volatility, 
not a complete collapse of market. 

Mr. Stupak. Sure, they’re supposed to hedge in case there’s a 
fall, and they’re supposed to hedge, right, or put says Mr. Deutsche 
likes to put it, right? 

Mr. Dilg. That’s as I understood the purpose of the transactions. 

Mr. Stupak. But puts and hedges are not legal, if you’re putting 
up your own company’s stock as Enron did, correct? 

Mr. Dilg. I don’t believe that’s correct. 

Mr. Stupak. What do you believe is correct, if my statement was 
incorrect? 

Mr. Dilg. I believe there was a business purpose. The fact that 
the vehicles were supported by Enron stock, we saw in our review 
nothing that made them illegal because of that. 

Mr. Stupak. So there was no business purpose to these SPEs, is 
that what you’re saying? That’s what made them improper? 

Mr. Dilg. No, I didn’t say they were improper. The business pur- 
pose, as I understood from Mr. Causey during our review was that 
they were to hedge against volatility in some of the stock, some of 
the investments that Enron had made. 

Mr. Stupak. You know everyone up here at the table at least all 
say I don’t have an accounting background. I’m not an accountant, 
you know. I only know the legal/technical merits. But none of us 
on this committee has accounting backgrounds. We’re not account- 
ants. We can figure out a few things and it doesn’t take a lot for 
us to figure out. We’ve only had 4 or 5 hearings. You guys have 
spent more time, in fact, with Enron for many, many years. It 
seems to me, it seems to me that when you get the memo from Ms. 
Watkins, and if you just took a look at the letter, not even all the 
details. If you just read the letter. It said Skilling’s abrupt depar- 
ture will raise suspicions of accounting improprieties. I’m on 14 if 
you care to follow along, second paragraph. “Will raise suspicions 
of accounting improprieties and valuation issues. Enron has been 
very aggressive in accounting, most notably in the Raptor trans- 
actions and the Condor vehicle. We do have valuation issues with 
our international assets and possibly some of our EES MTM posi- 
tions.” 

So her letter is more than just Raptor and Condor. If you go 
down to the fourth paragraph, excuse me, fifth paragraph, second 
line it says “the value in the swaps won’t be there for Raptor. So 
once again, Enron will issue stock to offset these losses. Raptor is 
an LJM entity. It sure looks to laymen on the street that we’re hid- 
ing losses in a related company and will compensate that company 
with Enron stock in the future.” 

So she’s really just laying it out there. You don’t need to be an 
accountant. You don’t need to be a Member of Congress. She said 
a lay person on the street can understand this. The problem I’m 
having and some of my colleagues are as we’re talking at the votes, 
all these smart attorneys up here, they can’t figure it out, but the 
lay person on the street can figure it out. Our concern is what’s the 
relationship here? If you take a look at, if we just take a look at 
the table here, I believe what, Mr. Derrick worked for many years 
for Vinson & Elkins on the Enron account and you were at Enron, 
right? 
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Mr. Derrick. Right. 

Mr. Stupak. So you have 25 years there at least. 

Mr. Derrick. It was 20 years, Congressman. 

Mr. Stupak. But Mr. Dilg, you replaced Mr. Derrick and Vinson 
& Elkins. It just seems like such a cozy relationship that even 
when you get a memo that says even the common lay person on 
the street can figure it out, none of you guys can figure it out. 

Mr. Dilg. I’m not positive how to respond. Congressman. We did 
understand that the Raptor partnerships were supported largely by 
Enron stock. That was in Enron’s disclosures in the 10(k) and 
10(q)s, etcetera. 

What I don’t understand from your question is the assumed ille- 
gality of that. 

Mr. Stupak. Well, okay. I’m not asking for a legal conclusion. 
You said you charged $60,000 to review the Watkins memo. Now 
with that $60,000, I’m sure it’s not just for your technical, legal 
merit. I’m sure whatever rate you charge is based upon reputation 
of the firm, common sense, knowledge. In fact, you didn’t go outside 
Enron because you guys had all the knowledge and therefore it 
would be easier to do a good review. 

I guess my concern is you bring all this experience and expertise, 
but when we get to a real question, it’s either I don’t have account- 
ing experience or we didn’t see the technical/legal merit. You come 
and you’re hired and you bring other attributes with you as indi- 
viduals, as attorneys and as professional people. It seems like to 
some of us up here that those other attributes were just a blind eye 
was cast when you looked at this memo because it’s all within the 
house. I would think when you look at this memo words like “ag- 
gressive accounting, creative accounting” would sort of send a sig- 
nal to someone with all this experience not only within Enron and 
Vinson & Elkins, but even the lay person on the street, those are 
red flags and we should take a more serious in-depth look at it 
which you don’t even hire an accountant, where admittedly you say 
you’re not an accountant. I would then think, as Ms. DeGette was 
trying to say, you’d at least hire an account when you have these 
red flags out here and you’re charging this company. There seems 
to be a circle that you don’t want to connect here. 

Mr. Dilg. I do think our October 11 and our earlier conversa- 
tions with Mr. Lay and Mr. Derrick pointed out that the account- 
ing, even though Arthur Anderson said they stood by it and still 
felt that it was proper, was aggressive and creative. We did see 
that as a red flag and we did put that in our letter to make sure 
that people understood that. 

I think Mr. Lay and I’m not sure all the reasons that went into 
it, but that may well have been one of the reasons they terminated 
the Raptor transactions in the third quarter of 2001. 

Mr. Stupak. Well, okay. Let me ask Mr. Rogers. You were cer- 
tainly throughout this year the vice president, associate general 
counsel. Have you ever heard the words aggressive or creative ap- 
plied to any Enron accounting before? 

Mr. Rogers. By anyone? I certainly heard of it 

Mr. Stupak. No, no. I mean before this whole mess started. Is 
creative and aggressive accounting, is that proper terminology you 
use? 
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Mr. Rogers. That’s not terminology that I would use. I hadn’t 
heard that referred to with Enron’s accounting practices. 

Mr. Stupak. What does aggressive and creating accounting 
mean? 

Mr. Rogers. I don’t know what it means. 

Mr. Stupak. How about Mr. Derrick, Mr. Dilg? Mr. Rogers 
doesn’t know what it means, hut yet you guys used it in your re- 
port. So what does it mean, aggressive and creative? Mr. Derrick? 

Mr. Derrick. Well, it actually was not my report. Congressman, 
but no, I can’t 

Mr. Stupak. It was a report to you from Vinson & Elkins. 

Mr. Derrick. Right, I can’t explain what aggressive and creative 
accounting 

Mr. Stupak. What did you think of it then when they sent you 
this report. You paid $60,000. They send you a report and it says 
“aggressive and creative.” 

Mr. Derrick. I think the comfort that we took from the report 
was that they had discussed these very things with Anderson that 
we paid millions of dollars 

Mr. Stupak. Let’s back to the words though. What did it mean 
to you? What did it mean to you when you saw on page 7, you got 
this report and you’re anxious because there’s some allegations 
being made. You read it. You get to page 7, there’s “aggressive and 
creative accounting.” Did you take great comfort in that? 

Mr. Derrick. It was, I believe, the following sentence where it 
was no one had any reason to believe that the accounting was not 
technically correct and they had discussed these very issues with 
the firm that our audit committee had determined was the appro- 
priate accounting firm for the company. 

Mr. Stupak. So even though you saw the words aggressive and 
creative, you thought, oh, it’s no big deal because Anderson said it 
was okay? 

Mr. Derrick. If the next sentence it says “and by the way, An- 
derson does not believe it’s okay” that would have been obviously 
a great cause of concern. 

Mr. Stupak. Mr. Dilg, you wrote the memo then. What did ag- 
gressive and creative mean in accounting? What does that mean? 

Mr. Dilg. I’m not sure that we put a terminology on it. Rep- 
resentative. We were reporting what we’d been told during our 
interviews. I think Mr. Buy used the word aggressive. 

Mr. Stupak. Mr. Buy did? 

Mr. Dilg. I’m not sure. I need to look back through the interview 
memos to see exactly where, but those words, obviously, were 
things that we felt like we needed to convey, even though Arthur 
Anderson said they were still satisfied with the accounting and had 
reviewed Ms. Watkins’ letter and the allegation she made. 

Mr. Stupak. But you’d agree that those aren’t generally accepted 
terminology we used in accounting, right? 

Mr. Dilg. Uh 

Mr. Stupak. Again, you don’t have to be an accountant to answer 
this one. 

Mr. Dilg. I don’t believe they’re part of generally accepted ac- 
counting practices, but I understand that Arthur Anderson was 
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very convinced that these met generally accepted accounting prin- 
ciples. 

Mr. Stupak. All right. If you take a look at the report there. Let 
me get the exact report here, the Powers Report. And if you take 
a look on page 176, again. The Rogers Commission, Report or what- 
ever you want to call it, sees this very different. If you look on page 
176, it talks about the shared Watkins letter. I’m quoting now, 
“provided a road map to a number of the troubling issues presented 
by Raptors.” It goes on next paragraph, “We identified the most se- 
rious problems in the Raptor transactions only after detailed exam- 
ination of the relevant transaction and most importantly discus- 
sions with our accounting advisors. Both steps at Enron and V & 
E excepted, would not be part of B & E’s investigation. With the 
exception of Watkins, B & E spoke only with the very senior people 
at Enron and Anderson. Those people, with few exceptions, had 
substantial professional and personal stakes in the matter under 
review.” That’s the part that’s probably troubling most of us. This 
circle, as I spoke of, will you take a look at these transactions, 
who’s the approving legal counsel but Vinson and Elkins? And you 
were asked to look at these transactions that you had previously 
approved and yet you never even had an accountant when you all 
say you’re not accountants even look at it. The closeness, the cozi- 
ness of the relationship is the part that’s bothering a lot of us on 
this committee. 

Do you care to add anything to that? 

Mr. Dilg. Only that we were asked to do a preliminary review 
and we did talk to the people that Ms. Watkins laid out in her let- 
ter to check with. I think she said to see if I’m all wet. 

Mr. Stupak. But preliminary review, I mean you did nothing fur- 
ther after this. 

Mr. Dilg. I’m sorry? 

Mr. Stupak. You used the word “preliminary review” as been es- 
tablished early. You really did nothing after this. 

Mr. Dilg. Our preliminary review was to determine whether a 
further review was necessary. 

Mr. Stupak. And you determined there was no further review. 

Mr. Dilg. And we believed at the time we gave the report, no 
further review was necessary. 

Mr. Stupak. Not even by accountants? 

Mr. Dilg. I’m sorry? 

Mr. Stupak. Not even by an accounting firm outside of Arthur 
Anderson? 

Mr. Dilg. Arthur Anderson, again, was one of the Big Five ac- 
counting firms that had been chosen by the Audit Committee at 
Enron. 

Mr. Stupak. Right. All in-house, right? All in-house. Arthur An- 
derson, in-house. They had attorneys in-house. They had account- 
ants in-house, right? And you never talked to any of those people. 

Mr. Dilg. We talked to the leading engagement partner for Ar- 
thur Anderson. 

Mr. Stupak. Head guy at Anderson. Those people had substan- 
tial professional and personal stakes in the matter under review as 
it says in the Powers Report, right? Those were the people that 
were talked to. 
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Mr. Dilg. I don’t know how they characterized the personal 
stakes they had in it. They had the credibility of their veracity on 
the line. 

Mr. Stupak. They had a dog in the fight, let’s put it like that. 

Mr. Dilg. We had no reason to believe that we couldn’t believe 
them. 

Mr. Greenwood. The time of the gentleman has expired. The 
chair recognizes the gentleman from North Carolina, Mr. Burr for 
10 minutes to inquire. 

Mr. Burr. Thank you, Mr. Chairman. Mr. Sefton, let me ask you, 
I would take for granted everybody at the table has kept up with 
the hearings that have happened in the house and with the pub- 
licity that exists around Mr. Skilling’s testimony, I think most of 
you probably know that he lacked the ability to remember a lot of 
things and in some cases suggested that he had no relation to the 
involvement of the partnership. 

Let me ask you, Mr. Sefton, do you believe that Mr. Skilling was 
accurate in his testimony in front of Congress? 

Mr. Sefton. During my time in Enron Global Finance, I don’t 
believe I had any conversations with Mr. Skilling at all. So I have 
no basis on which to judge. 

Mr. Burr. But you did leave some handwritten notes about your 
understanding of the makeup of the partnerships and the need for 
Mr. Skilling’s signature to accompany the approval, didn’t you? 

Mr. Sefton. I’m not sure that my notes talk about his 

Mr. Burr. Who replaced you? 

Mr. Sefton. Jordan Mintz. 

Mr. Burr. And didn’t Mr. Mintz testify to us that it was, in fact, 
the notes that you left when you served in his role that sort of 
guided him as to what everybody’s involvement was and who had 
to sign off? 

Mr. Sefton. I didn’t hear Mr. Mintz testify to that. 

Mr. Burr. Was that the intention of any of the notes that you 
wrote, if they referred to the need for Mr. Skilling’s signature, is 
that something that you understood was needed? 

Mr. Sefton. As I explained earlier, I did not understand that it 
was required by the Board when they waived the conflict of inter- 
est. 

Mr. Burr. Mr. Derrick, do you believe that from what you know, 
Mr. Skilling was completely candid with his testimony in front of 
Congress? 

Mr. Derrick. Well, Congressman, as you can appreciate, I have 
no way of knowing, in fact, what Mr. Skilling did or did not know. 
If your question relates to whether it was my view that his signa- 
ture was required on the documents, certainly based on my con- 
versations with Mr. Mintz, that would have been my under- 
standing. 

Mr. Burr. Did Mr. Mintz dream this up? Was it printed some- 
where or did he get it from the notes that Mr. Sefton left? 

Mr. Derrick. I don’t know where Mr. Mintz received his infor- 
mation. I do recall though that at one of the Audit Committee 
meetings that it was presented as a control mechanism by Mr. 
Causey, as I recall, and Mr. Mintz was there. But as to the basis 
for where that came from, I don’t have personal knowledge of that. 
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Mr. Burr. There was one thing that I know was printed at 
Enron and that was the Code of Conduct, correct? 

Mr. Derrick. Correct, yes sir. 

Mr. Burr. The Code of Conduct was waived by the board in at 
least two instances for Andy Fastow, am I correct? 

Mr. Derrick. You are correct. 

Mr. Burr. Were you ever consulted as counsel on whether that 
was a smart thing for Enron to do? 

Mr. Derrick. Congressman, I don’t ever recall being consulted. 

Mr. Burr. Did you ever supply a recommendation on whether as 
counsel the board should waive the Code of Conduct? 

Mr. Derrick. I don’t recall being consulted on that. 

Mr. Burr. Mr. Dilg, was your law firm consulted on the board’s 
decision whether they should waive the Code of Conduct? 

Mr. Dilg. We did not advise the board. 

Mr. Burr. It’s a very reputable law firm nationally. Is it common 
for companies to have a Code of Conduct that is waived the way 
that Enron has waived this Code of Conduct or waive a Code of 
Conduct at all? 

Mr. Dilg. I could speak to what’s common. Representative, by 
companies that have Codes of Conduct have them there for a pur- 
pose which is to make sure they know where there is a conflict of 
interest and they feel that they’ve dealt with it appropriately. 

Mr. Burr. That’s my understanding from CO’s as well and they 
have also expressed to me in my conversations that they can’t 
imagine that it would take an unbelievable circumstance within 
their company for a Code of Conduct to be waived. 

Let me go back to you, Mr. Sefton. I think the LJM2 approval 
sheet was your creation and I just want to ask you because as I 
go down the sheet from that sheet it says the persons negotiating 
for Enron, Ben Glisson. Excuse me, this is for Raptor. Persons ne- 
gotiating for LJM, Michael Kopper. Both who work for Fastow, cor- 
rect? 

Mr. Seeton. Yes. 

Mr. Burr. In the 2000 Proxy, as it relates to it, it says these 
transactions occurred in the ordinary course of Enron’s business 
and were negotiated on an arm’s length basis with senior officers 
of Enron other than Mr. Fastow. 

Is the term “at arm’s length” in this proxy statement an accurate 
depiction of the negotiations that took place between Mr. Glisson 
and Mr. Kopper, in your opinion? 

Mr. Sefton. I believe the reference to senior officer is to Mr. 
Causey and Mr. Buy. 

Mr. Burr. I’m reading off the sheet. Listen, persons negotiating 
for LJM, Michael Kopper. As counsel, how did you monitor the ne- 
gotiations or did you? 

Mr. Sefton. I don’t believe I monitored the negotiations. 

Mr. Burr. Mr. Sefton, on June 28, 2000 you signed this approval 
sheet. So I would take for granted it was your understanding that 
at that time what was on this sheet was accurate, that the negotia- 
tions took place between Glisan. He also signed the sheet. In addi- 
tion, Mr. Rogers, is your name Rex? 

Mr. Rogers. Yes sir. 

Mr. Burr. You signed this sheet too. 
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Mr. Rogers. Yes sir, my signing those deal approval sheets were 
for the limited purpose of Section 4(a) which was 

Mr. Burr. Just share with us, if you will, since there’s some con- 
fusion. Who negotiated for Enron and who negotiated for the part- 
nership? 

Mr. Rogers. On this particular transaction or any transaction? 

Mr. Burr. This one. 

Mr. Rogers. I don’t know the answer to that. 

Mr. Burr. Mr. Derrick, on October 17, Enron was informed by 
the SEC of an inquiry, correct? 

Mr. Derrick. That is correct. 

Mr. Burr. And what date was the first memo that went com- 
pany-wide to Enron relative to a change in the document protection 
of rules at Enron? 

Mr. Derrick. If memory serves me correctly. Congressman, I be- 
lieve it was on October 25 with respect to the litigation that had 
been filed. 

Mr. Burr. Share with me with all the concerns that didn’t start 
with October 17, what transpired in an 8-day period at Enron and 
specifically in the legal counsel’s office that would delay for 8 days 
a memorandum to protect all documents given that you knew that 
there was an SEC inquiry? 

Mr. Derrick. As you know. Congressman, we sent out a number 
of e-mails with respect to document presentation, preservation. I 
think with respect to the limited time that you’re referring to, fol- 
lowing the communication from the Securities and Exchange Com- 
mission, Mr. Rogers became involved in that as our representative, 
having been a former member of the SEC’s organization. 

If your point is were we concerned about any document destruc- 
tion at that time 

Mr. Burr. Was this the first SEC inquiry that had been pre- 
sented to Enron? 

Mr. Derrick. I’ll have to refer to Mr. Rogers. I don’t personally 
recall another SEC inquiry. 

Mr. Burr. Mr. Rogers, is an SEC inquiry, given that you’ve got 
some SEC experience, is that a serious thing? 

Mr. Rogers. Very serious. 

Mr. Burr. Would you as with your knowledge of SEC and law 
background, is that something that would immediately send off a 
signal we need to protect everything that’s here? 

Mr. Rogers. Yes sir. 

Mr. Burr. And what would take 8 days in your opinion to deter- 
mine it’s time to send out a company-wide memo to say don’t throw 
anything away, this is serious. 

Mr. Rogers. I don’t know the answer to that. I think in those 
first several days after the notice or the inquiry from the SEC, 
there was a lot of activity at Enron through responses to media re- 
quests. 

Mr. Burr. But you served in a legal capacity, correct? 

Mr. Rogers. That’s correct. 

Mr. Burr. And in a legal capacity with an SEC background, you 
couldn’t have been distracted by media requests, given the serious- 
ness that you knew this inquiry weighted? 
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Mr. Rogers. No sir, our immediate reaction was to respond to 
the SEC request for documentation, for information. That was the 
immediate response. 

Mr. Burr. Is part of an SEC inquiry and the request that goes 
along with it the protection of documents? 

Mr. Rogers. I don’t recall that being part of the request, but cer- 
tainly anyone at the company, certainly anyone in the legal staff 
is going to 

Mr. Burr. Knows that document destruction after that inquiry 
is noticed to be a serious, serious thing, right? 

Mr. Rogers. Yes sir. 

Mr. Burr. And let me ask you, were you aware of any document 
destruction that took place at Enron? 

Mr. Rogers. I am not aware of any document destruction at 
Enron Corp. 

Mr. Burr. Mr. Derrick, are you aware of any document destruc- 
tion that took place at Enron? 

Mr. Derrick. I’m not aware of any relevant document — if you 
mean literally any document destruction, there are various things, 
trade secret issues that, of course, would legitimately be being dis- 
posed of, but in terms of any relevant document destruction. Con- 
gressman, I am not, and as you recall, later when there was a re- 
port which was widely publicized with respect to potential concerns 
about that, the response of Enron was to request the FBI to come 
in. We opened our doors and cooperated fully with them. 

Mr. Burr. Clearly, you did, and I think there was a lag and I’m 
truly concerned on the 8 days. And my time has run out, but I 
would like to ask Mr. Dilg, short answer if you will, for the chair- 
man’s indulgence. 

Were there legal opinions and/or work provided by Vinson & Elk- 
ins that were ignored by Enron? 

Mr. Dilg. Again, as I stated earlier 

Mr. Burr. You have advised them on numerous legal opinions. 
You’ve stated that. 

Mr. Dilg. We’ve advised on numerous legal matters. As I men- 
tioned earlier, there’s never a situation that I’m aware of where we 
advised the company that something would be illegal that they ig- 
nored that advice. We give advice on a daily basis to our clients as 
far as things that we think may be a better way to do something 
or often offer even business advice that companies may decide not 
to follow. That is sort of a normal occurrence, but when it comes 
to whether something is illegal. I’m not aware of Enron ever not 
following our advice in that connection. 

Mr. Burr. I once again would like to thank all of you for your 
testimony today. I hope in the end, we’re able to go back and read 
the transcripts and understand a little bit better what happened, 
but I’ve got to share with you that is frustrating from this end to 
actually hold documents that were at Enron that named partners, 
that named negotiators, that named participants. Nobody can re- 
member whether they were involved or not, that from the top of 
Enron to the legal counsel at Enron that it seems like the only per- 
son that knew what was going on was Sherron Watkins. And I 
question whether she was taken seriously by anybody, including 
the review. It’s quite honest that Enron probably got what they 
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paid for, $60,000 you said, was — I thought that was a drop in the 
bucket for the degree of the accusations that were made. But I 
think that gives me some idea of exactly the extent of what you 
were asked to review. I thank you. 

Mr. Greenwood. The gentleman’s time has expired. The com- 
mittee is joined by two members who are members of the full com- 
mittee, but not the Subcommittee and I’m going to recognize them 
in one moment for inquiry. Before I do. I’m going to exercise the 
prerogative of the chair to follow up on something here. 

I’m looking at an LJM2 approval sheet. It’s Tab 20 in your note- 
books. You may all want to refer to this. And it’s about halfway 
through the set of documents in your notebooks in Tab 20. And this 
describes a deal between Talon, which is a Special Purpose Entity 
organized for the purpose of entering into certain derivative trans- 
actions. LJM2 says — it says that LJM2 through its 100 percent vot- 
ing control. Talon has unilateral ability to make investment deci- 
sions for Talon. Now — it’s the Raptor deal. 

It indicates in the person negotiating for Enron in this case is 
Ben Glisan. The person negotiating for LJM is Michael Kopper. Ob- 
viously, both of these gentleman work for Mr. Fastow and each 
working for him under one of his different hats that he wore. 

A number of you folks signed the approval deal. These trans- 
actions were negotiated by Enron employees who were working for 
both Enron and LJM2 at the same time. Enron’s Year 2000 proxy 
statement reads, “These transactions occurred in the ordinary 
course of Enron’s business and were negotiated on an arm’s length 
basis, that senior officers of Enron other than Mr. Fastow” and 
that was signed by, among others, Mr. Rogers and Mr. Sefton. 

My question is Mr. Sefton and Mr. Rogers, beginning with you, 
how did you ascertain that, in fact, these were arm’s length — these 
negotiations were at an arm’s length basis? 

Mr. Rogers. I’ll respond first. Again, my signing off on all of 
these deal approval sheets was for the limited purpose of Section 
4(a). Will this transaction require disclosure as a certain trans- 
action in Enron’s proxy statement? And the answer is yes. If any 
of the transactions has a value of $60,000 or more it will be dis- 
closed in the proxy statement. 

Mr. Greenwood. Were you aware that these two gentlemen were 
negotiating against one another? 

You signed a document that said that you knew that they were, 
but that you knew that it was arm’s length. 

Mr. Rogers. Again, I was signing for the limited purpose of Sec- 
tion 4(a). 

Mr. Greenwood. Did you know that they were negotiating 
against one another? That’s — let’s take it one question at a time. 
Did you know that these two gentlemen were negotiating against 
one another? 

Mr. Rogers. I don’t recall. 

Mr. Greenwood. But you signed a form that said that you did 
and that, in fact, not only did you know that they did, but you 
knew that it was arm’s length. 

Mr. Rogers. Well, signed for the purposes of Section 4(a). 

Mr. Greenwood. Mr. Sefton, how about you? Did you know that 
these individuals were negotiating against one another? 
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Mr. Sefton. Yes. 

Mr. Greenwood. And did you sign a form saying that you knew 
that they were negotiating at this negotiation was at arm’s length? 

Mr. Sefton. I signed the form. 

Mr. Greenwood. Did you in signing that form, in fact, certify 
that they were negotiating at arm’s length? 

Mr. Sefton. No, I did not. 

Mr. Greenwood. What is the significance of your signature on 
the form? What were you certifying? What were you proving? 

Mr. Sefton. I think the important thing to remember is that this 
transaction is being approved by Mr. Buy and Mr. Causey, and 
that is the procedure that the board had put in place to ensure that 
the transactions were being done at an arm’s length basis. 

Mr. Greenwood. And how did you know that it was approved by 
Causey? 

Mr. Sefton. Because they are signing the form as well. 

Mr. Greenwood. So in other words, your role when you get this 
form is to look on it and see if Mr. Causey’s signature is on it and 
then certify that his signature is on it and put your signature on 
it to certify that his signature is on it. Is that right? 

Mr. Sefton. What? The board required 

Mr. Greenwood. Is that — just answer that question. When you 
signed these approval forms, what you were doing was saying, yup, 
I see Causey’s signature on here. It’s right above mine. I’ll sign 
mine name to certify that I see Mr. Causey’s signature. Is that 
what you did? 

Mr. Sefton. No. 

Mr. Greenwood. What did you do? 

Mr. Sefton. I would also review the form and make sure it had 
been completed, all the blanks filled in. That it was properly filled 
out. Since I had been involved in creating the form, I was 

Mr. Greenwood. Whose job was it to — who certifies that, in fact, 
these transactions occurred in the ordinary course of Enron’s busi- 
ness and were negotiated on an arm’s len^h basis with senior offi- 
cers of Enron’s, other than Mr. Fastow? Whose job was that? 

Mr. Derrick, can you tell us whose job it was to certify this was 
arm’s length? This goes right to the core of the conflict of interest? 

Mr. Derrick. Well, I believe that it was Mr. Causey and Mr. Buy 
who were charged with the responsibility on the business side of 
that, in determining that. If there had been matters that were un- 
lawful, I think that the lawyers would have been signing this. And 
let me say I did not create this form, but that would be my under- 
standing, Mr. Chairman, is that the lawyers were there to en- 
sure — 

Mr. Greenwood. You were aware that they were negotiating 
against one another? 

Mr. Derrick. No, this is not a form that came to me, Mr. Chair- 
man. 

Mr. Greenwood. Would you have considered it improper if you 
knew that they were negotiating against one another? 

Mr. Derrick. At the time of this, again. I’m not sure what the 
date here was, but I don’t think that we became aware that Mr. 
Glisan had any interest that was not tantamount to Enron’s inter- 
est until after the investigation began. 
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Mr. Greenwood. The private placement memorandums list the 
principals. It says the day to day activities of the partnership will 
be managed by Mssrs. Fastow, Kopper and Glisan. So Mr. Sefton 
saw this form. Mr. Astin saw this form. Mr. Rogers saw this form. 
You all reviewed it and that didn’t tell you that there was some- 
thing less than an arm’s length negotiation going on here? 

Mr. Rogers. I’m sorry, what form are you referring to? 

Mr. Greenwood. It’s the LJM2 co-investment LP. It’s the private 
placement memorandum. 

Mr. Rogers. That’s not an Enron document. 

Mr. Greenwood. That’s 21. 

Mr. Rogers. Okay. It’s a private placement memorandum. 

Mr. Greenwood. Right. 

Mr. Rogers. Of LJM. I reviewed a draft of it. I didn’t see the 
final version of it. 

Mr. Greenwood. Do you think the draft of it indicated that the 
partners were — that the day to day activities of the partnership 
will be managed by Fastow, Kopper and Glisan? 

Mr. Rogers. It was my understanding that Glisan was not in the 
final draft. I didn’t see the final, but it was my understanding that 
wasn’t going to be Glisan’s role. 

Mr. Greenwood. You can remember that? 

Mr. Rogers. I do remember that. 

Mr. Greenwood. You remember that — why do you think that 
sticks out in your mind? Why would you have recalled that? 

Mr. Rogers. I recall that because 

Mr. Greenwood. Had it been otherwise, you would have been 
concerned? 

Mr. Rogers. I recall it because we had a senior corporate securi- 
ties lawyer at Vinson & Elkins review the memorandum. Again, it’s 
not a memorandum. 

Mr. Greenwood. Who was that? 

Mr. Rogers. It was Bob Baird. It wasn’t a memorandum. It’s not 
an Enron Corp. memorandum. It was prepared by LJM and their 
counsel. And the draft that I saw had, among other things, Ben 
Glisan, my understanding, I didn’t see the final draft, but it wasn’t 
my understanding that Ben Glisan was going to be acting on behalf 
of LJM. 

Mr. Greenwood. Would you have thought it proper for these 
guys to be negotiating against one another, one on behalf of the 
partnership and one on behalf of the company? Could that ever 
have been proper? 

Mr. Rogers. My understanding at the time is that Mr. Glisan 
was the treasurer of Enron Corp. and that he would have been act- 
ing on behalf of Enron Corp. 

I didn’t have any information at the time that indicated other- 
wise. 

Mr. Greenwood. The chair recognizes the gentleman from Mas- 
sachusetts, Mr. Markey for 10 minutes. 

Mr. Markey. Thank you, Mr. Chairman, very much. Mr. Derrick, 
I want to recap where we are right now in this hearing. You’ve tes- 
tified that when Sherron Watkins’ allegation came to your atten- 
tion Enron and Vinson & Elkins designed (1) to ignore her warn- 
ings, that Vinson & Elkins and Arthur Anderson had conflicts and 
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shouldn’t be used to investigate the allegations; (2) you also decided 
to limit the nature and scope of Vinson & Elkins inquiry so that 
it didn’t examine the underlying accounting, didn’t employ full dis- 
covery and investigative techniques; (3) you also decided notwith- 
standing this blistering, scalding indictment of a memo which Ms. 
Watkins delivered to Mr. Lay and to you, subsequently, you also 
decided. No. 3, not to interview any former employees, like Jeff 
Skilling or Cliff Baxter who might have been able to shed some 
light on the transaction; (4) not to follow-up on leads Sherron Wat- 
kins provided with respect to other employees who could substan- 
tiate her allegations, notwithstanding the fact that she has almost 
been completely vindicated in retrospect; and (5) to largely limit 
your inquiry to interviewing individuals like Andy Fastow and 
Doug Duncan who were responsible for putting together these 
transactions or reviewing and approving them and who would 
therefore be likely to defend these transactions as appropriate and 
lawful. 

So Mr. Derrick, what I’d like to do is just go back to the begin- 
ning of the process which you put in place. According to your testi- 
mony to the Powers Committee, you first learned of the Sherron 
Watkins letter when Ken Lay gave it to you. What did Mr. Lay say 
to you when he gave you this letter? 

Mr. Derrick. I don’t recall the specific conversation, and I don’t 
recall whether, as I think I made it clear there, whether he walked 
it over, whether he sent it over, but immediately upon receiving it 
I distributed the copies of that memorandum to what I thought at 
the time were the appropriate people, which included Sharon 
Butcher, who keeps care of our tracking log, to Mr. Fastow, 
Mr. 

Mr. Markey. So you are saying you cannot remember if Mr. Lay 
handed this to you personally? You cannot remember that. 

Mr. Derrick. Congressman, all I can testify to is what I person- 
ally recall. 

Mr. Markey. This is a bombshell. He handed you dynamite that 
could blow up the Corporation or he did not. You don’t remember 
if he did. 

Mr. Derrick. I don’t recall whether it was carried over or wheth- 
er he brought it over. No, I’m sorry, I just don’t. 

Mr. Markey. That is hard to believe. Now, let me ask you this: 
Did you and Mr. Lay discuss whether the issues raised in the letter 
might arise at an all-employee meeting scheduled to be held in a 
few days? 

Mr. Derrick. There was an all-employee meeting, and the ques- 
tion was 

Mr. Markey. You discussed that subject with Mr. Lay. 

Mr. Derrick. I think we did, yes. I can’t say that it was the time 
that I received the letter. 

Mr. Markey. You told the Power Committee that in fact you did 
discuss subject with 

Mr. Derrick. Yes, but the question. Congressman, is whether it 
was at the time I received the letter. I don’t recall whether it was 
at the time I received the letter. 

Mr. Markey. Subsequent to the receipt of the letter, within the 
next several days, did you discuss it with him? 
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Mr. Derrick. Yes. 

Mr. Markey. You did. Now, you and Mr. Lay discussed the need 
to have an investigation done into these allegations. Who proposed 
selection of Vinson & Elkins, you or Mr. Lay? 

Mr. Derrick. I believe — well, it was a mutual discussion, but I 
think it would have been me who proposed Vinson & Elkins. 

Mr. Markey. Okay. Did you discuss with Mr. Lay the potential 
conflict of interest which Vinson & Elkins had with Enron? 

Mr. Derrick. Yes, we did. We discussed the possible downside 
because they had been involved in it. On the other hand, there 
was, as I’ve said before, the great strength that they had the back- 
ground, and following up on that — but the question ultimately 
would be for the law firm to determine whether in fact there was 
a conflict of interest. 

Mr. Markey. Did Mr. Lay suggest that Vison & Elkins’ inves- 
tigation be limited in scope and that it not examine the accounting 
and that it not be a full-scale inquiry with discovery and interviews 
with both current and former employees? Did he ever suggest that 
to you? 

Mr. Derrick. We discussed it. I don’t recall that Mr. Lay pro- 
posed that. The question was how do we, as quickly as practical, 
get an investigation that will enable us to have recommendations 
as to whether to launch a full-scale investigation. 

Mr. Markey. So did Mr. Lay say to you that it would preferable 
if we did not have to go outside of Vinson & Elkins or Arthur An- 
dersen? 

Mr. Derrick. To the best of my knowledge, he never expressed 
that. 

Mr. Markey. He did not. 

Mr. Derrick. He did not. 

Mr. Markey. Okay. Did you and Mr. Lay discuss potential ad- 
verse publicity that would result if Ms. Watkins’ allegations be- 
came public? 

Mr. Derrick. To the best of my recollection, there was never a 
discussion with respect to that. 

Mr. Markey. Did you and Mr. Lay discuss the potential litiga- 
tion that could result if these allegations became public? 

Mr. Derrick. To the best of my knowledge, we never had a dis- 
cussion. Our sole purpose was to address these as quickly as 

Mr. Markey. You are saying absolutely not. Mr. Lay never 
raised the public relations aspect of this, the consequences to the 
corporation if this ever became public. He never said that to you 
during any of these meeting? 

Mr. Derrick. I believe that you are referring to the initial meet- 
ings we had. 

Mr. Markey. I am referring now to all of the meetings up to the 
point at which ultimately we have a release of this report by Vin- 
son & Elkins. Did he ever mention at any time his great concerns 
about — remember now, you are a former partner of Vinson & Elk- 
ins now dealing with the managing partner of Vinson & Elkins, so 
we are very concerned about this conflict that exists, at least in 
your mind, to preexisting loyalty to a firm that basically gave you 
the opportunity to work at Enron. So what about any conversa- 
tion — did Mr. Lay at any time ever have any conversations with 
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you about the publicity consequences if this report was dev- 
astating? 

Mr. Derrick. Congressman, the only recollection I have would be 
at the time that Vinson & Elkins presented their presentation to 
us, pointing out the possibility of adverse publicity and litigation, 
but I don’t recall Mr. Lay ever raising that as an issue. 

Mr. Markey. Did you ever discuss with Mr. Lay whether Ms. 
Watkins could or should be dismissed? 

Mr. Derrick. No, I do not recall ever having a conversation with 
Mr. Lay. He mentioned that she had requested that she be reas- 
signed from Mr. Fastow, but there was never any indication in any 
conversation I had with Mr. Lay with respect to any firing of Ms. 
Watkins. 

Mr. Markey. Okay. Now, Mr. Dilg, did Mr. Derrick at any time 
say to you that he would prefer that you resolve this question in 
a way in which you did not have to recommend another firm do the 
investigation? 

Mr. Dilg. No, sir. 

Mr. Markey. He never did. 

Mr. Dilg. No, sir. 

Mr. Markey. Did you ever recommend to him that you would 
prefer that it stay in-house and that another firm not be called in 
to do an independent investigation? 

Mr. Dilg. No, sir. Our final recommendation in the October 15 
letter was that there was no further investigation. 

Mr. Markey. When Mr. Lay — did you ever talk to Mr. Lay about 
this case, Mr. Dilg? 

Mr. Dilg. We had one meeting with Mr. Derrick and Mr. Lay I 
believe — I think the date was September 21 , but I am not positive. 

Mr. Markey. And at that meeting, did Mr. Lay say to you that 
he would prefer if you did the investigation, that is Vinson & Elk- 
ins, and not some outside firm? 

Mr. Dilg. No, sir. We were reporting on the investigation we had 
done thus far. 

Mr. Markey. And at that point, you had not reached any conclu- 
sions that would indicate that the accounting practices or other 
practices would cause problems for the firm? 

Mr. Dilg. We reported on what we had heard from Arthur An- 
dersen with respect to the accounting. 

Mr. Markey. And you were satisfied that there were no prob- 
lems? 

Mr. Dilg. I am not an accountant, so we alerted him to the ref- 
erences to creative and aggressive, et cetera, that we had heard 
during our interviews, but we did tell him that Arthur Andersen 
was fully comfortable with their accounting treatment. 

Mr. Markey. You know, I have a real problem with all of this. 
Obviously, the Powers Committee conducted a real investigation. 
Enron and Vinson & Elkins did not in fact conduct a real investiga- 
tion. When the ordinary investor or employee at Enron thinks that 
an investigation is being done, they think that people, that is the 
investigators, are acting like Columbo, asking all the questions 
that no one else would think of in order to make sure that the 
truth was obtained. In fact, what you did was act more like Inspec- 
tor Clueso, stumbling over obvious evidence, not interviewing obvi- 
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ous suspects or witnesses, and in fact coming to conclusions that 
delayed the point at which a real reckoning was in fact possible. 

And I think if you had not conducted this phony investigation, 
that it might have been possible that we would not have seen the 
collapse of Enron, that we would have had enough time to take the 
types of actions, not we, but rather the corporation and others, in 
order to save that corporation, the employees’ jobs, the investors’ 
savings. And so I have absolutely no question in my mind that 
there was a decision made here. I wish I knew definitively who 
made the decision that this was going to be too dangerous. We 
don’t know that at this point. 

I disagree with Ms. Watkins. She rules out Mr. Lay. I don’t think 
that this committee should rule him out. I don’t think yet we know 
what took place in those conversations initially after he received 
this memo from her. It is such a blistering, scalding indictment of 
the practices at the firm that ultimately have been almost com- 
pletely vindicated, that much more is going to have to be found by 
this committee. I thank you once again, Mr. Chairman. 

Chairman Tauzin. I thank my friend from Massachusetts, and I 
am pleased now to recognize a round of questions my friend from 
Texas, Mr. Green. 

Mr. Green. Thank you, Mr. Chairman, and I appreciate the op- 
portunity to wave in on the subcommittee, and I have an opening 
statement that we have submitted. And I guess before I go into 
questions, the frustrations that someone — particularly someone 
from Houston for 30 years had the utmost respect for Arthur An- 
dersen and Vinson & Elkins and the last 16 for Enron, even if we 
are on a different sides of a political issues oftentimes, and to see 
what has happened. And that is the frustration that we see, and 
you see if from other members who maybe aren’t directly related 
to what has happened in Houston. 

Mr. Rogers, first, who did Mr. Glisan report to at Enron? 

Mr. Rogers. He reported to Mr. Fastow. 

Mr. Green. Okay. So he wasn’t independent of Mr. Fastow? 

Mr. Rogers. I am sorry? 

Mr. Green. So he was not independent of Mr. Fastow if he re- 
ported to Mr. Fastow. 

Mr. Rogers. When you say independent, I mean he reported to 
Mr. Fastow, that was his superior officer, that is correct. 

Mr. Green. Okay. Mr. Sefton, according to your notes, and they 
are under Tab 18, and it is actually 24309, on September 29, 1999, 
shortly after you arrived in Houston to begin working for Mr. 
Fastow, you had a meeting with Mr. Fastow, is that correct? 

Mr. Seeton. These notes would indicate that I did, yes. 

Mr. Green. Okay. And he explained the LJM deals to you, didn’t 
he? 

Mr. Sefton. I don’t recall that meeting. My best recollection of 
what happened at that meeting is in these notes. 

Mr. Green. Okay. And your notes reflect LJMl, and without 
having to read all the notes from September 29, they reflect LJM 
just some of the highlights, without having to go into them because 
I only 10 minutes, but your notes reflect discussion on LJM, is that 
correct, these notes that we have in Tab 18? 
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Mr. Sefton. Yes. These notes were taken, I believe, during a dis- 
cussion. I don’t know what each individual means, whether it re- 
flects a statement made by Mr. Fastow or whether it is sort of an 
observation on my own part. 

Mr. Green. Well, assuming they were your notes and they were 
observations of your meeting, one of the purposes of LJMl that 
your notes directly mention was to hedge Enron’s investment in 
RythmsNet stock, which was very volatile. Enron’s investment had 
gone from $10 million to $150 million in less than 6 months after 
RythmsNet went public; is that correct? 

Mr. Sefton. I don’t know that. 

Mr. Green. Okay. 

Mr. Sefton. I wasn’t involved in the LJMl transaction, that took 
place before I arrived. 

Mr. Green. Okay. Well, but your notes that we are going from 
talk about your discussion with him, and maybe I need to read the 
notes to you, because they are there. “Two things led to LJMl: for- 
ward contents to purchase Enron stock, prices below market. Buy- 
ing shares back would have increased equity, but we would have 
had to borrow money which would cause problems. Had the 
Rhythm stock position, huge volatility. We want to hedge the 
Rhythm stock position but couldn’t do it in market.” Those are your 
notes. 

Mr. Sefton. Yes. 

Mr. Green. Okay. I would appreciate it if you would at least fa- 
miliarize yourself with your notes. Then when I ask you the ques- 
tion, instead of me having to take up my 10 minutes in reading 
your notes to you. 

Mr. Sefton. I am sorry. That wasn’t 

Mr. Green. Enron could not sell its Rhythm stock for another 6 
months; is that correct? 

Mr. Sefton. Is that in my notes? 

Mr. Green. No, it is not, but I am asking you from other knowl- 
edge other than these notes. Your notes reflect the volatility of the 
Rhythms stock position and the huge volatility. Do you know that 
Enron couldn’t sell their investment in it for 6 months? 

Mr. Sefton. I am sorry, but I did not work on that transaction. 
I am not familiar with what happened there. 

Mr. Green. Okay. That is what Vince Kaminski told the Powers 
Committee, though, that Vince Kaminski was the head or Enron’s 
research group at the time, told the Power Committee that could 
not buy such a hedge in the market because it prohibitively expen- 
sive, obviously very volatile from your notes. In fact, yesterday the 
analyst from PricewaterhouseCoopers who valued that stock for 
Enron told our staff that the volatility was off the charts. So, again, 
reflects your notes from 1999. 

According to your notes, Mr. Fastow told you that Enron couldn’t 
hedge Rhythms in the market. Was it also your understanding that 
no outside third party would have taken the hedge at the price 
LJM did? 

Mr. Sefton. All that I recall from this meeting are these notes. 

Mr. Green. Okay. Your notes, again, seem to refer to the 
Rhythms stock position had huge volatility, and your notes reflect, 
“We wanted to hedge the Rhythms stock position but couldn’t do 
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it in the market.” So that agrees with what Mr. Kaminski shared 
with us yesterday, and also the analyst from 
PricewaterhouseCoopers. 

It is very interesting in the 1999 annual report, footnote 16, that 
states that, “Management believes that the terms of the trans- 
actions related with the representative terms that would he nego- 
tiated with an unrelated third party.” Did you see any evidence 
from your notes or from your memory other than your notes that 
that was an independent third party? 

Mr. Sefton. I am sorry, you are referring to what document? 

Mr. Green. Okay. The annual report for Enron was 1999. 

Mr. Sefton. The annual report? 

Mr. Green. Footnote 16. Just trust me I am 

Mr. Sefton. Okay. 

Mr. Green, [continuing] saying that footnote 16 states that, 
“Management believes that the terms of the transactions with re- 
lated parties are representative of terms which would be negotiated 
with unrelated third parties.” That is in that report. Do you have 
any evidence of that from your notes or your memory that that was 
really unrelated third parties in LJMl? 

Mr. Sefton. Well, I am not sure if I am answering your ques- 
tion, but I wasn’t involved in the preparation of that annual report 
footnote. I am not familiar with 

Mr. Green. I know, but I am asking you do you have any infor- 
mation that would show that that footnote was correct from your 
notes here and any information at all, other than your recollection 
from these notes? 

Mr. Sefton. No, I don’t think there is anything in my notes that 
would speak to that. 

Mr. Green. Okay. The proxy says that same thing, the proxy 
statement. It states that, “Management believes that the terms of 
the transactions were reasonable and no less favorable than the 
terms of similar arrangements with unrelated third parties.” Mr. 
Sefton, Mr. Derrick and Mr. Astin, tell me what basis you had on 
signing off on the statement, and what was the due diligence that 
these representations called for? 

Mr. Derrick. Congressman, speaking for myself, I didn’t have a 
personal involvement in that. We had in place what we considered 
to be a large team of qualified people who would have been looking 
at that and preparing the proxy statements. And it would have 
been on the basis of what they did that would have been the basis 
for that statement. 

Mr. Green. Who was in charge of making sure this proxy state- 
ment was correct then within the Enron legal team? 

Mr. Derrick. Well, internally, Mr. Rogers was leading our secu- 
rities effort. 

Mr. Green. Okay. Mr. Rogers, the statement that, “Management 
believes that the terms of the transactions were reasonable and no 
less favorable than the terms of similar arrangements with unre- 
lated third parties,” did you sign off on that statement to be in the 
proxy? 

Mr. Rogers. I was part of the team that was charged to gather 
the information. I did not do the personal due diligence on that. 
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Mr. Green. What was the due diligence from the team, if not 
yourself? 

Mr. Rogers. The due diligence were lawyers and accountants 
within Enron were assigned to gather the information. I didn’t 
draft the proxy disclosure. 

Mr. Green. But you signed off on it. 

Mr. Rogers. Well, when you say signed off on it, I reviewed it, 
and based on the information that was presented to us, we agreed 
with it. 

Mr. Green. What information was presented to you from the 
lawyers and accountants to show that this was no less favorable 
than unrelated third parties? 

Mr. Rogers. The internal legal team that worked on the under- 
lying transactions. My team did not work — was not assigned to 
work on any of the LJM or any of the structured finance trans- 
actions. So we had no personal knowledge of them. The parties that 
were assigned to draft the proxy disclosure were the parties that 
worked on the transactions and the lawyers and accountants that 
worked on the transactions that would have done the due diligence. 

Mr. Green. Can you give us some names of who that would be, 
the lawyers that worked for your team — or that worked for that? 

Mr. Rogers. I don’t know the specific lawyers and accountants. 
It would have been lawyers in the Enron Global Finance Unit and 
the accounting team that reports to Rick Causey who also signs off 
on all of the LJM transactions, along with the chief risk officer who 
was reviewing these transactions in terms of fairness to Enron. 

Mr. Green. So someone told you in those teams that this state- 
ment was correct, and you signed off on it. 

Mr. Rogers. Based on that compilation of due diligence, correct. 

Mr. Green. Mr. Rogers — and Mr. Chairman, I know — let me just 
ask, on the statements on the LJM approval sheet where you 
signed — in previous questions, you answered that you only signed 
off relating to 4(a). 

Mr. Rogers. That is correct. 

Mr. Green. Is that 4(a) on the compliance sheet of this or is that 
some other 

Mr. Rogers. No, it is 4(a) on this sheet. It is 4(a), does it require 
proxy disclosure, and the answer is yes, because Andrew Fastow, 
as the chief financial officer of Enron, is a related party. There is 
a clear conflict; it is required to be disclosed. 

Mr. Green. It was required to be disclosed. I guess just as a law- 
yer, whenever I always sign for something that was specific only 
for, for example, 4(a) or whatever, I always wanted to make sure 
that was under my signature, and I think most documents I used 
to sign with Vinson & Elkins, if there was limited responsibility, 
I always spelled that out. 

Mr. Rogers. I wish I had done that. 

Mr. Green. I understand. Thank you, Mr. Chairman. 

Chairman Tauzin. The Chair thanks the gentleman; his time has 
expired. The Chair recognizes the gentleman from California, Mr. 
Waxman, for a round of questions. 

Mr. Waxman. Thank you very much, Mr. Chairman. Since the 
very first hearing on the Enron scandal before this committee, I 
have sought information about Enron’s Special Purpose Entities. 
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What we know about these entities is very disturbing. While Enron 
employees made millions with no apparent risk, Enron share- 
holders and employees lost their shirts. And due to Enron’s re- 
markable political clout, not a single regulator was in a position to 
prevent this debacle. 

We are now 3 or 4 months into this investigation, yet we appear 
no closer to having a complete list of the partners and investors in 
Enron’s many partnerships. Amazingly, in previous hearings, nei- 
ther Enron’s executives nor its accountants could tell us who the 
partners and investors were. Well, testifying before us today are 
the lawyers who actually worked on many of these partnerships. 
Surely it will help that you witnesses will be able to shed some 
light on these important questions. 

Let me start with you, Ms. St. Clair. You worked on the legal as- 
pects of the Jedi/Chewco transaction. How can we find out who the 
partners and investors were in Enron’s many partnerships? Can 
you tell us who has this list and what the documents the com- 
mittee should request to obtain this list? 

Ms. St. Clair. With respect to Jedi/Chewco? I mean that is the 
only transaction that I am familiar with. 

Mr. Waxman. Well, how about any of the partnerships? 

Ms. St. Clair. I am not familiar with, other than looking at the 
partnership agreement itself and who signed it and whether it has 
a list of partners. 

Mr. Waxman. Who signed it — I am sorry, I didn’t hear what you 
said. You looked at the partnership agreement and who signed it. 

Ms. St. Clair. What partner signed it and whether or not it has 
a list of partners. Some partnership agreements do. 

Mr. Waxman. Okay. And where would we be able to get a copy 
of those lists that were in those agreements, of partners? 

Ms. St. Clair. With respect to — I can only address with respect 
to the Chewco partnership. 

Mr. Waxman. Well, let us go to Jedi/Chewco. 

Ms. St. Clair. Jedi/Chewco? 

Mr. Waxman. Yes. Did that have a list of partners? 

Ms. St. Clair. I think the Chewco partnership agreement is in 
the files and has been available, yes. 

Mr. Waxman. Okay. And do you know whether that has been re- 
quested by this committee? 

Ms. St. Clair. I don’t know. 

Mr. Waxman. Well, I am going to make a request to the chair- 
man that he — Mr. Chairman, I would request since Ms. St. Clair 
believes the names of the partners are on the Jedi/Chewco — are in 
their files, that we request that information for the committee. 

Chairman Tauzin. My understanding, Mr. Waxman, is that re- 
quest is already before Enron and its counsel, and I don’t think we 
have yet received all of our responses. We have not received all the 
records, and if there is a need yet under that inquiry, that request 
for documents, to satisfy that, it has not been met, either by Vinson 
& Elkins or by the firm, I would renew it here today, and we will 
renew in writing if we need to. 

Mr. Stearns. Point of information, Mr. Chairman. 

Chairman Tauzin. The gentleman is recognized for a point of in- 
formation. 
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Mr. Waxman. Mr. Chairman, this won’t go against my time, will 
it? 

Chairman Tauzin. It will not go against your time. Depends how 
long his information is. 

Mr. Stearns. I think the gentleman’s request is a very pertinent 
one, not only Chewco but for the other ones. As I understand from 
our staff, we have requested these documents to find out who the 
investors were for all these partnerships. And I think the question 
is, Mr. Chairman, how long ago did we request this information to 
find out who the partners were of these Special Purpose Entities? 
Just how long ago has it been, just approximately? 

Chairman Tauzin. My understanding it has been since Decem- 
ber. 

Mr. Stearns. Okay. 

Chairman Tauzin. And we are still literally receiving documents 
from Enron as we speak. As you know, we are still trying to under- 
stand whether the documents we requested are available, or were 
they part of any potential shredding that went on at Enron, and 
that is still an open question. 

Mr. Stearns. And the last question I have for Mr. Chairman, 
would these gentlemen — was it asked of the law firm these docu- 
ments or Enron? And if we are having a difficult time from Enron, 
can we ask the gentlemen here for the same set of documents, be- 
cause surely they kept a copy? 

Chairman Tauzin. My understanding is the inquiries were di- 
rected to Enron itself, and obviously if we don’t come into posses- 
sion of that information from Enron, we will make a request upon 
Vinson & Elkins for that information. In fact, as I said, I am lodg- 
ing that request publicly today that information be provided to us 
voluntarily, because we apparently are having some trouble getting 
it from Enron itself. 

Mr. Stearns. Thank you, Mr. Chairman. 

Chairman Tauzin. Thank the gentleman. 

Mr. Waxman. Thank you, Mr. Chairman. 

Chairman Tauzin. Again, the gentleman has 8 minutes and 17 
seconds to go. 

Mr. Waxman. Well, I appreciate my colleague’s very helpful line 
of inquiry, because we are trying to get this information, and we 
have gone all these months without getting it. And I would hope 
the law firms that have it would submit it to us. 

Mr. Sefton, you were general counsel of Enron’s Global Finance 
Unit. You worked on certain aspects of the LJM partnerships. Can 
you tell us where we can obtain a list of the partners and investors 
in the LJM partnerships or other partnerships? Let us say the LJM 
partnerships first. 

Mr. Sefton. It is my understanding that the partners in LJM 
are not known to Enron, because LJM was an outside entity, and 
I don’t believe that information has been made available to the 
company. 

Mr. Waxman. Who would have that information? 

Mr. Sefton. I believe Mr. Fastow would or I guess maybe now 
Mr. Kopper. 

Mr. Waxman. And, Mr. Chairman, if I might ask whether that 
information has been requested from Mr. Kopper? 



69 


Mr. Sefton. I believe that would be the correct person to ask. 

Mr. Greenwood. I am sorry, would the gentleman from Cali- 
fornia reiterate which specific material? 

Mr. Waxman. Well, I have asked Mr. Sefton about the LJM part- 
nership, and he thinks that the investors and names of the LJM 
partners are with Mr. Kopper. So I don’t know if this has been re- 
quested, but I think we ought — since he has identified where we 
can get that information, I would hope — rather than take up my 
time now, I will ask the Chair to get that information subpoenaed. 

Mr. Greenwood. For the gentleman’s information, we have re- 
quested those documents. We have some documents, and we will 
work with you to make sure that you have the opportunity to re- 
view them. 

Mr. Waxman. Thank you very much. Mr. Sefton, so you think it 
is there. Who is Mr. Kopper? 

Mr. Sefton. Mr. Kopper is a gentleman who purchased Mr. 
Fastow’s interest in LJM2, I understand. 

Mr. Waxman. Do you know who else might have a copy of the — 
or a list of the investors in LJM? 

Mr. Sefton. Mr. Fastow, possibly. 

Mr. Waxman. Okay. How about the other partnerships, do you 
have any information about the names of the partners and inves- 
tors in any of the other partnerships? 

Mr. Sefton. I would think that the corporate secretary at Enron 
would have information about all of the entities that Enron has an 
ownership interest in, and I believe the records reflect who all the 
other owners are, if it is not entirely owned by Enron. But others 
here can possibly clarify that in case I am wrong. 

Mr. Waxman. Does anybody want to make a clarification of that? 
Mr. Derrick? 

Mr. Derrick. Well, I could — I think it is — it would certainly be 
true that the Enron corporate secretary will have a list of all the 
Enron entities and in terms of the Enron ownership would cer- 
tainly have that. Now, as to a third party, for example, LJM, which 
is not an Enron entity, it is unlikely, in my judgment, that that in- 
formation would be available within the Enron corporate sec- 
retary’s office. 

Mr. Waxman. And where would that information be available? 

Mr. Derrick. Well, again, I assume, with respect to any of these 
third party entities, it would be that entity itself In the same way 
that Enron would have knowledge of its side of the ownership, the 
third party ought to have records which will identify who their 
owners are. 

Mr. Waxman. So would it be fair to say that Enron would have 
a list of all these entities, but then we have to go to the entities 
to get the names of the investors? 

Mr. Derrick. I think it would be fair to say. Congressman, that 
Enron would have a list of the entities in which it has an owner- 
ship interest and could identify the Enron side of that equation. 
The other side of the transaction would be, by definition, not an 
Enron entity, and I think it is unlikely, though I can’t say with any 
certainty, but unlikely that the Enron record would disclose who 
the owners of that other entity are. And so my thought would be 
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that a request to that other — that third party entity would produce 
the information that you are requesting. 

Mr. Waxman. And do we have a complete list of all the third 
party entities? 

Mr. Derrick. I don’t know the answer to that. 

Mr. Waxman. Does Enron have a list of all the third party enti- 
ties? 

Mr. Derrick. Well, Enron should have a list of all of the entities 
in which it, Enron, has an interest, which I hope is responsive to 
your question, I am not sure. 

Mr. Waxman. And what third party entities are there that Enron 
wouldn’t have an interest but are connected to the Enron issue? 

Mr. Derrick. Well, for example, there could be several tiers 
within the third party entity. I don’t pretend to — I wasn’t involved 
in these transactions in any detail, but, for example, some of the 
charts that have been shown disclosed that there are multi-tiers, 
and that is what I am referring to. 

Mr. Waxman. So if we are trying to find all the information, we 
start with all the third parties where Enron had an interest. Then 
we would go to each of those separate entities and ask them about 
other entities that they may have dealt with. 

Mr. Derrick. Well, that would be my thought, yes. 

Mr. Waxman. Okay. 

Mr. Stearns. Would the gentleman yield just for a second? 

Mr. Waxman. I am afraid to yield to you because I have so little 
time, but I know you probably will get your own time in a minute. 

Mr. Derrick, you were Enron’s general counsel. Can you tell the 
committee where we would find the necessary documents to obtain 
the list of partners and investors? 

Mr. Derrick. Well, I don’t think I have much to add to what I 
just said. Congressman, on that point. 

Mr. Waxman. Okay. Mr. Rogers, you are the only lawyer testi- 
fying today who still works for Enron, and you also worked on as- 
pects of the LJM transactions. Can you tell us where we can obtain 
a list of the partners and investors in LJM? 

Mr. Rogers. Actually, Congressman, I did not work on the LJM 
transactions, but I think part of the problem here is that LJM, de- 
spite Mr. Eastow’s relationship to it, is not an Enron entity; it is 
a separate entity. And I think that is part of the problem is that 
Enron doesn’t have access to the records of LJM and the investors 
in LJM. And I think part of the problem is the people that would 
have that information, I don’t know if it is going to be very helpful 
to you, as Mr. Sefton said, would be Andy Eastow, Michael Kopper, 
who I understand was the individual to whom Mr. Eastow sold his 
interest, the law firm representing LJM, which I am sure they at- 
torney/client privilege issues. But a lot of the information that you 
want on investors into these other entities, if they are not Enron 
subsidiaries or subsidiaries that Enron controls or has ownership 
interest in, I think that is part of the delay in getting this informa- 
tion. I am not sure Enron has that information. 

Mr. Waxman. Well, let me ask this of anybody at the table, be- 
cause you are all Vinson & Elkins lawyers. Does anybody have 
anything else to tell the committee where and how we can obtain 
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a list of the partners and investors in all these Enron special enti- 
ties? Anything more to add? Yes? 

Mr. Astin. Congressman, the only thing I would add is that I 
have read news reports that indicate there is litigation I believe in 
the State of Delaware regarding LJM2 that might disclose the 
names of the partners. 

Mr. Waxman. Let me ask each of you, if you would, to respond. 
Are you personally aware of the names of any of the investors in 
the Special Purpose Entities or other partnerships? And why don’t 
we start with you, Mr. Sefton? 

Mr. Sefton. I am sorry, am I aware of 

Mr. Waxman. Are you personally aware of any of the names of 
the investors or partners in this Special Purpose Entities? Can you 
tell us any that you know of and some of the figures that are in 
those entities? 

Mr. Sefton. Well, I know that Enron has formed several dif- 
ferent — many subsidiaries that I think would be classified as Spe- 
cial Purpose Entities, and they may have investors ranging from 
institutional investors, investment banks, pension funds. 

Mr. Waxman. I am really asking now what are the categories 
what your personal knowledge is of the participants in these spe- 
cial entities? 

Mr. Sefton. I can’t identify any, sitting here right now. 

Mr. Waxman. Mr. Chairman, my time is — I would like to have 
this as a request for the witnesses to respond in writing of their 
personal knowledge of the names of any of the special entities and 
participants or investors in those special entities. And I will be 
pleased to hear 

Mr. Greenwood. We will make Mr. Waxman’s request an official 
request from the committee. Did the witnesses understand Mr. 
Waxman’s request? We are asking you to supply 

Mr. Waxman. Your personal information 

Mr. Greenwood. Reiterate your request, please. 

Ms. St. Clair. Which entities are 

Mr. Waxman. So whatever Special Purpose Entities you know 
about and whatever investors or partners in those entities that you 
know about, I would like you to submit to the committee in writing 
that information. 

Mr. Greenwood. The time of the gentleman has expired. We will 
go to a second round now, and we will just take 5 minutes for ques- 
tions for each of us for the second round, and I will begin. 

Let me address some questions to you, Ms. St. Clair, and I would 
refer you to Tab 25. This is the mysterious document that surfaced 
in November of last year about the — that refers to the $6 million 
side agreement to the Jedi/Chewco revolving loan agreement, dated 
December 30, 1997. This was the reason that Chewco and Jedi had 
to be consolidated onto Enron’s books and prior year financial 
statements revised back to 1997. If you look at the document, you 
will see on page 2 that there are initials next to the Enron signa- 
ture line. Are those your initials, Ms. St. Clair? 

Ms. St. Clair. Yes, they are. 

Mr. Greenwood. Okay. Did you draft this side agreement? 

Ms. St. Clair. I don’t recall, but there is a footer on the second 
page that doesn’t look like an Enron footer. 
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Mr. Greenwood. Say that again. 

Ms. St. Clair. At the bottom of the signature page to the left, 
it doesn’t look like an Enron footer to 

Mr. Greenwood. So you don’t think you drafted this document. 
Do you know who drafted it if it was not you? 

Ms. St. Clair. I don’t recall. 

Mr. Greenwood. Mr. Astin, have you looked at this document? 

Mr. Astin. I haven’t right now, but I have seen it before. 

Mr. Greenwood. Okay. Do you know who drafted the document? 

Mr. Astin. I am not certain, but our records indicate that it was 
likely drafted by Vinson & Elkins. 

Mr. Greenwood. Okay. Ms. St. Clair, do you know why this 
amendment was made to the Jedi/Chewco revolving loan agree- 
ment in a separate document, given that it was dated the same day 
as the principal agreement it was amending? 

Ms. St. Clair. I don’t know. 

Mr. Greenwood. What do your initials signify? Why did you put 
your initials on that document? 

Ms. St. Clair. They signify that as the lawyer that was in 
charge of representing Enron’s side in the Chewco transaction, that 
the document satisfied the legal criteria, that it was okay for the 
officer to sign from a legal perspective. 

Mr. Greenwood. Okay. But you don’t know why it was drafted 
in a separate document. I mean you looked at it and you decided 
that it was okay for the executive to sign. You had done your legal 
scrub of it 

Ms. St. Clair. Right. 

Mr. Greenwood, [continuing] but in so scrubbing, you didn’t as- 
certain why it was a separate document. 

Ms. St. Clair. I don’t recall now why it was a separate docu- 
ment; no, sir. 

Mr. Greenwood. Do you recall any discussions in the fall of 
1997 about this side agreement or the creation of reserve accounts 
to benefit Barclay’s who was lending money to Big River and Little 
River, which in turn was providing the 3 percent outside equity in 
Chewco? 

Ms. St. Clair. At this time, I have no independent recollection 
of that, but as a result of reviewing my notes during that time pe- 
riod, there appears to be meetings where reserve accounts were 
discussed. 

Mr. Greenwood. And your notes are those that we find in Tab 
17 of the binder? 

Ms. St. Clair. That is correct. 

Mr. Greenwood. Okay. As you read through these notes, they 
seem to reflect discussions regarding these reserve accounts and 
how they would be funded from distributions to Chewco to benefit 
the Big River/Little River lender, Barclay’s. Now, you do acknowl- 
edge that this subject was discussed in the meetings at the time 
and that this side agreement with your initials on it didn’t just 
come out of thin air. 

Ms. St. Clair. That is correct. 

Mr. Greenwood. Okay. Who was at these meetings? 

Ms. St. Clair. I don’t have 
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Mr. Greenwood. Let me help you. Your notes reflect that Mr. 
Astin was in at least three of these meetings. 

Ms. St. Clair. That is correct. 

Mr. Greenwood. Mr. Glisan, who handled the accounting as- 
pects of this transaction for Enron, was in at least two. 

Ms. St. Clair. Correct. 

Mr. Greenwood. Okay. Was it your understanding that such in- 
dividuals, including Mr. Astin, Mr. Glisan, Mr. Brown and other 
Enron employees and V&E attorneys, were aware of these reserve 
accounts at the time of their creation back in 1997? 

Ms. St. Clair. I can’t speak for Vinson & Elkins, Bill Brown and 
Ben Glisan, because they were — Ben was heading up the account- 
ing team, and Bill was on the commercial team would have had the 
knowledge of the reserve accounts. 

Mr. Greenwood. Who do you know that had — to your knowl- 
edge, who had knowledge? 

Ms. St. Clair. To the best of my knowledge, Ben Glisan and Bill 
Brown. 

Mr. Greenwood. How about Kristina Mordaunt? 

Ms. St. Clair. At that time, I reported to her, and she was my 
supervisor on this deal. I don’t recall whether she was present at 
any of the meetings, but I did report to her on this particular deal, 
but I was handling the day-to-day activities as the lawyer 

Mr. Greenwood. You told the committee in your interviews prior 
to today that you were aware that a key aspect of the Chewco deal 
was that there needed to be 3 percent outside equity in the deal. 
Weren’t you at all concerned when you reviewed this side agree- 
ment, which in effect transferred $6 million from Enron Jedi to the 
purported outside equity holders. Big River and Little River? 
Weren’t you concerned about that, that it would undo the 3 percent 
requirement? 

Ms. St. Clair. I don’t recall that I was concerned. I would have 
looked to Ben Glisan who was interfacing with Arthur Andersen to 
make sure that it would pass all the accounting tests. And in look- 
ing at the side agreement now, I am not sure that it actually says 
that the accounts were funded, it just allocates a different distribu- 
tion scheme to funds that Chewco may be receiving. As to how the 
reserve accounts worked themselves, we did not have access to 
those particular documents. 

Mr. Greenwood. How about you, Mr. Astin, can you shed any 
light on this? 

Mr. Astin. I would like very much to be helpful to you. Congress- 
man, but I don’t have any independent recollection of these meet- 
ings. I was in meetings at which the partnership allocations of the 
Chewco side of the transaction were discussed. I was primarily re- 
sponsible for another aspect of the transaction, which was Jedi II 
and was devoting most of my attention to that. This was the first 
transaction involving this accounting issue on which I had worked, 
and I was not familiar with its significance in 1997. 

Mr. Greenwood. You understood the 3 percent rule, right? 

Mr. Astin. I understood, I believe, that the intention of the par- 
ties was to have 3 percent equity. I did not 

Mr. Greenwood. Did you understand why they would pick 3 per- 
cent? 
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Mr. Astin. My understanding coming into this transaction was 
primarily as a private equity and mergers and acquisitions lawyer. 
I thought that the principal purpose, and I still believe one of the 
principal purposes, of the leverage was to maximize the potential 
returns from the Jedi portfolio of assets since it was a mature port- 
folio of assets that was not expected to greatly increase in value so 
that for it to become an attractive equity investment by a third 
party, which was the original plan, it would require additional le- 
verage in order to maximize the possibility of return on the invest- 
ment. 

Mr. Greenwood. Do you know why the side agreement was writ- 
ten to begin with, why it was a separate document, why it wasn’t 
incorporated in the original document? 

Mr. Astin. I have no memory of having seen it in 1997. I only — 
I mean we have internal files that indicate a copy was sent to me, 
but I was primarily working on another aspect of the transaction. 

Mr. Greenwood. You weren’t aware that Barclay’s had insisted 
on this agreement. 

Mr. Astin. No, I was not. 

Mr. Greenwood. And how about you, Ms. St. Clair, were you 
aware of that? 

Ms. St. Clair. No, I was not. 

Mr. Greenwood. My time has expired. The Chair recognizes the 
gentleman from Florida, Mr. Deutsch. 

Mr. Deutsch. Thank you, Mr. Chairman. Mr. Derrick, if you 
could go to page 8 of the Vinson & Elkins report addressed to you, 
and on that page, under the title — I will read it to you if you can’t 
get to it, but on the page, under the title, “Potential Bad Cos- 
metics,” the report states, “Concern was recently expressed that 
the transactions involving Condor and White Wing and Raptor 
could be portrayed veiy poorly as subjected to a Wall Street Jour- 
nal expose or class action lawsuit.” What were your thoughts when 
you read that statement? 

Mr. Derrick. Well, my thoughts were of being concerned, but 
there was nothing that I know of that could have been done at this 
stage to have addressed that issue. It was something that if it 
came, when it came, we would simply have to address. 

Mr. Deutsch. So it didn’t surprise or shock you that type of ac- 
tivity — 

Mr. Derrick. No, as I expressed, it was a concern to me. The 
issue was given the concern, what at that point could the company 
do about it? It was something that would happen or wouldn’t hap- 
pen, and based on what happened we would have to address it. 

Mr. Deutsch. Do you recall what Mr. Lay’s reaction was? 

Mr. Derrick. I am sorry, I don’t recall his reaction. 

Mr. Deutsch. Mr. Dilg, these were your words, at least my un- 
derstanding is that you participated in the letter. Even though it 
wasn’t under your signature, it was under your supervision. What 
did those words mean to you? 

Mr. Dilg. We were conveying — concerns had been expressed to 
us during our interviews, and we wanted to make sure the com- 
pany was aware of those concerns. Again, there wasn’t — the com- 
pany was taking action or had taken action at the time this letter 
was written to terminate the Raptor vehicles. 
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Mr. Deutsch. I mean is there a difference between the term 
“bad cosmetics” and “unethical behavior” or “illegal behavior?” 

Mr. Dilg. I definitely think so. I think we were trying to convey 
that there were aspects of these transactions that in hindsight 
could be portrayed very badly. 

Mr. Deutsch. And, Mr. Derrick, would that be your opinion as 
well or a different take on it? You know, it is described as potential 
bad cosmetics. 

Mr. Derrick. Yes. Congressman, I did not take that to mean 
that there had been unethical conduct or illegal conduct but rather 
that it was simply what it was, that it could be portrayed in a very 
unflattering light, and normally litigation would follow that kind of 
publicity. 

Mr. Deutsch. And Mr. Dilg, if you could try to, in your own 
words, describe the difference between bad cosmetics and unethical 
behavior? 

Mr. Dilg. I think unethical behavior, in my words, in going into 
the transaction, if people had an illegal motive or something of that 
nature not fully disclosed, the motives, et cetera. The bad cosmetics 
arose primarily because of the large losses that had been incurred 
on the assets that were hedged against the Raptor vehicles. That 
had nothing to do with the intent of the parties at the beginning 
of the transactions. It was a market factor that happened in the 
retail electric business as well as the broadband business, et cetera, 
that highlighted a lot of the cosmetic issues here. It was just the 
amount of loss that was involved. 

Mr. Deutsch. Mr. Rogers, do you want to add anything to this? 

Mr. Rogers. Are you asking my opinion of the report or just 
the 

Mr. Deutsch. Well, I mean really in terms of this specific thing, 
because, again, someone reading this — you know, I mean I read the 
words exactly, and I think what we have just heard is it portrayed 
in the best possible light, and was that accurate? I mean saying 
that — even this report is saying that exposure of what occurred 
could subject an expose or class action lawsuit, and is this some- 
thing that convinces you that there was unethical or, for that mat- 
ter, illegal activity occurring? 

Mr. Rogers. I can’t make a determination that there was uneth- 
ical or illegal activity from that; no, sir. 

Mr. Deutsch. I mean in hindsight, does anyone think that these 
activities or any of these partnership agreements were unethical? 
Do any of you? I mean in the light of hindsight, in light of what 
we know at this point. 

Mr. Derrick. Well, I think let me say first I am sure all of us 
would agree that while the investigation is still ongoing and not 
every side has been heard from, that everyone does deserve pre- 
sumption of innocence. To the extent that it is finally determined 
that in fact there was wrongdoing here, then certainly I think we 
would agree there would have been unethical conduct. 

Mr. Deutsch. Right. I mean but no one at this point, based on 
what we know, and particularly — again, I hate to keep focusing on 
Mr. Fastow, but, again, I mean in hindsight, looking at his activi- 
ties as a general partner, my understanding is he was telling the 
board or the board was looking the other way or winking that he 
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was not getting compensation. I mean it was clear he was getting 
compensation. 

I think Mr. Waxman’s line of questioning is we still don’t know 
who else made money. We know for a fact that he made money and 
that tens of millions of dollars in terms of these outside partner- 
ships, and yet with his fiduciary responsibility as the CFO of the 
organization and it appears as if misrepresenting to the board or 
the board looking the other way or sticking their heads in the sand 
at that issue. 

Mr. Greenwood. Time of the gentleman has expired. The Chair 
recognizes the chairman of the full committee, Mr. Tauzin, for 5 
minutes. 

Chairman Tauzin. Thank you, Mr. Chairman. We do know from 
Enron who some of those investors were. They reported to us in 
some cases. Ben Glisan, managing director and treasurer of Enron 
Corporation, was an investor in South Hampton Place. Kristina 
Mordaunt was an investor. She was managing director and general 
counsel of an Enron division. Kathy Lynn, vice president of an 
Enron division; Ann Yaeger, an officer employee of the company 
were investors. 

We do know now that they invested rather sums. Kristina 
Mordaunt, $5,800; Ben Glisan, $5,800; Ann Yaeger, $2,900; Kathy 
Lynn, $2,300. As a return on their investments in 6 weeks, 
&istina Mordaunt made $1 million and Ben Glisan made $1 mil- 
lion and Ann Yaeger and Kathy Lynn each made $500,000, ap- 
proximately, on their investment. Any of you folks know that that 
was going on before you wrote your October 15 report to Mr. Der- 
rick and to Mr. Lay? Mr. Dilg? 

Mr. Dilg. Chairman Tauzin, we were not aware of the investors 
in South Hampton at the time we wrote our report. I believe I be- 
came aware of that early in November. 

Chairman Tauzin. If you would have known that then, might 
you have written a different report? 

Mr. Dilg. Yes, sir. 

Chairman Tauzin. I would think so. And yet I asked you a while 
ago if you stood by your report, and you said you did. Everything 
was honkey dory and that we didn’t need to have anybody outside 
look at this business. 

Mr. Dilg. Based on the facts we knew at the time, I stand by 
that submission. 

Chairman Tauzin. Under the facts you knew at the time, you 
stand by your report. Under the facts you know now, would you 
have advised Mr. Derrick and Mr. Lay differently? 

Mr. Dilg. I think if we had known of the South Hampton inves- 
tors, that would have raised a serious concern. We were 

Chairman Tauzin. Would you advise them then to get an outside 
counsel, an outside auditor to come look at things? 

Mr. Dilg. I am not sure on the auditor point. Chairman, but we 
would have definitely advised further investigation into 

Chairman Tauzin. Let us talk about what you did know when 
you wrote that report. You did know, did you not, that Michael 
Kopper was running Chewco? 

Mr. Dilg. I did not. We did not look at Chewco. 
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Chairman Tauzin. Now, wait a minute, wait a minute. You say 
in your report, and I am going to quote from it, that, “Based on 
our review of the LJM deal approval sheets and accompanying 
checklist, it appears the approval procedures were generally ad- 
hered to.” I am looking at one of them. It says Michael Kopper ne- 
gotiating for LJM. It says that Ben Glisan is negotiating for Enron. 
You didn’t see this? 

Mr. Dilg. Could you refer me to which one you are looking at? 

Chairman Tauzin. I am looking at Raptor, Tah 20 . While you are 
looking for that, I am going to quote Mr. Skilling to you. I was ask- 
ing Mr. Skilling at a previous hearing with reference to Chewco, 
and I asked him then if he had informed Mr. Lay that Mr. Kopper 
was involved with Chewco and with LJM, and he said, “I don’t re- 
call.” We got a lot of that. Then I asked him — he is not aware of 
what Ken knew, he said. But Mr. Kopper’s participation was well- 
known throughout the company. 

And I started to go to Mr. Jaedicke, and he interrupted me. He 
said, “By the way,” this is Mr. Skilling talking, “it was known by 
Vinson & Elkins who would have had responsibility,” and I said, 
“I am sorry, I didn’t hear that. Say that again.” And he said, “His 
participation in Chewco was also known to Vinson & Elkins, to my 
knowledge. It is my understanding that Vinson & Elkins knew that 
he was involved. I believe that they would have identified, to the 
extent there was a conflict of interest, that a waiver needed to be 
received.” 

I asked did Vinson & Elkins report to Mr. Lay or to you after 
they researched the issue following Ms. Watkins’ letter that Mr. 
Kopper might require such a waiver. So at least Mr. Skilling be- 
lieved you knew. I am looking at an approval sheet you say that 
you reviewed in your investigations that shows Mr. Kopper is nego- 
tiating for LJM. Do you want to tell me now you didn’t know? 

Mr. Dilg. We did not look — in the investigation that Mr. 
Henderick and I undertook, we did not look at Chewco. I don’t be- 
lieve this approval sheet 

Chairman Tauzin. This is a Raptor sheet. 

Mr. Dilg. Yes. I don’t believe it relates to Chewco. 

Chairman Tauzin. Did you know that Kopper was working for 
Raptor and LJM? 

Mr. Dilg. We knew Mr. Kopper, based off of the approval sheet, 
was negotiating on behalf of LJM. 

Chairman Tauzin. Absolutely. In fact, when you flip the approval 
sheet over, there is a question, was the transaction done strictly at 
an arm’s length basis, yes or no? It says yes. You have got Kopper 
on one side negotiating for LJM, and you have got Glisan on the 
other side negotiating for Enron, and the documents says it is an 
arm’s length transaction. It goes on further to say, have all Enron 
employees’ involvement in the transaction, on behalf of LJM, been 
waived by the Enron Office of Chairman, in accordance with the 
Enron’s conflict of business affairs policy? It is checked off, “yes.” 
Can you tell us today whether in fact Mr. Kopper got a waiver? 

Mr. Dilg. For working on this transaction? 

Chairman Tauzin. For working on any transaction on the other 
side of Enron. Apparently Mr. Fastow got such a waiver for the 
conflict of interest rule somewhere, did he not? 



78 


Mr. Dilg. Mr. Fastow got a waiver from the Office of the Chair- 
man. It was approved by the full board, as I understand it from 
the board minutes. 

Chairman Tauzin. Right. And what is the procedure for that? 
The Office of the Chairman approves the waiver first, then the 
board approves it after, right? 

Mr. Dilg. I believe that was the procedure followed in terms of 
Mr. Fastow. 

Chairman Tauzin. Mr. Derrick, is that correct? 

Mr. Derrick. Yes. I wanted to clarify that. Under the Code of 
Conduct, actually there is no required approval for anyone by the 
board of directors. There is a 

Chairman Tauzin. But there is by the Office of the Chairman. 

Mr. Derrick. By the Office of the — well 

Chairman Tauzin. So the Office of the Chairman approved Mr. 
Fastow. Did the Office of the Chairman approve Mr. Kopper, Mr. 
Derrick? 

Mr. Derrick. Was that directed to me. Congressman? The an- 
swer — 

Chairman Tauzin. Did the Office of the Chairman ever approve 
a waiver for Mr. Kopper? 

Mr. Derrick. I am not personally aware of such an approval. 

Chairman Tauzin. So as counsel, you don’t know, and you are 
the general counsel. You don’t know whether Mr. Kopper, who is 
negotiating on LJM for LJM, against his own company, you don’t 
know whether he got a waiver? 

Mr. Derrick. I don’t because there is no requirement that waiv- 
ers come through the Legal Department, Mr. Congressman. 

Chairman Tauzin. You signed the form, didn’t you? Didn’t Mr. 
Sefton sign it? I am sorry, Mr. Sefton, could you help me here, sir. 
You signed this form. Were you aware Mr. Kopper had or did not 
have a waiver? 

Mr. Sefton. My recollection is that Mr. Fastow advised me that 
he was taking care of the waivers for the LJM people. 

Chairman Tauzin. That is very nice. You can tell he took care 
of it. Did you personally assure yourself before you signed this doc- 
ument — you signed yes that the waiver was given. You signed yes 
it was an arm’s length transaction. Did you take care to assure Mr. 
Kopper had a waiver? 

Mr. Sefton. I had no reason to believe that Mr. Fastow was not 
telling me the truth on that. 

Chairman Tauzin. So you, as counsel, just took his word? 

Mr. Sefton. I relied on his assurances. 

Chairman Tauzin. And you, Mr. Dilg, when you investigated this 
on behalf of the corporation for Mr. Derrick took the word of the 
folks who signed this document that everything was okay, even 
though you knew Kopper was — at that time you had to know — was 
working for LJM and for Enron at the same time. 

Mr. IliLG. We were given the board of directors’ minutes that ap- 
proved the participation by Mr. Fastow. They designated Mr. Buy 
and Mr. Causey to guard against the conflict of interest. There was 
a service 

Chairman Tauzin. But what about Kopper? I am not asking 
Fastow. 
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Mr. Dilg. Excuse me, there was a service agreement that pro- 
vided for the services of certain employees of Enron that would be 
utilized on behalf of LJM. Mr. Kopper was listed in that service 
agreement. That service agreement was signed by Mr. Causey. 

Chairman Tauzin. But you see what is troublesome for me is 
that you are telling me if you would have known all these corporate 
executives were investing in and playing on the other side of the 
board, at the same time working in very responsible positions for 
the corporation and earning all these amazing amounts in 6 weeks, 
that you would have found that very troubling, you would have 
written a different report. Knowing what you know now, you might 
not stand by that report you wrote. 

But what I am troubled by is that you did know that Mr. Kopper 
was involved. You had the approval sheets, you claimed you re- 
viewed them. And according to you, this is a report you have given 
to Mr. Derrick and Mr. Lay who have just received a report saying 
that they are running a corporate corporation. They have just re- 
ceived a report — I will quote some of the things that Ms. Watkins 
reported again. 

Jeff McMahon was highly vexed over it and he heard conflicts of 
LJM. He complained mightily to Jeff Skilling. Cliff Baxter, who, as 
we know, ended up committing suicide, complained mightily to 
Skilling and to all who would listen about the inappropriateness of 
the transactions with LJM. This was a report that you had in your 
hands that at least you were going to look at. You weren’t going 
to look at the accounting, you were told not to do that, but you 
were going to look at the conflicts. 

Mr. Dilg. Yes, sir. 

Chairman Tauzin. And you had this report from Ms. Watkins, 
you have got these documents that show a very important officer 
in the corporation negotiating for the outside partnership and docu- 
ments that say this is an arm’s length transaction. You didn’t look 
behind any of these documents in this so-called investigation to 
find out whether Ms. Watkins was telling Mr. Lay the truth? 

Mr. Dilg. The board had established procedures to guard against 
the conflict of interest that they recognized with Mr. Fastow’s posi- 
tion in LJM. Those were to have the transactions signed off by Mr. 
Buy and Mr. Causey. There was a service agreement that we were 
provided that provided for Mr. Kopper to work on behalf of LJM. 
That agreement was signed by Mr. Causey. 

Chairman Tauzin. Now, we have to press again with this hear- 
ing because we are checking with some banks. Because according 
to Mr. McMahon, some of these banks were threatened or promised 
other business if they didn’t invest in these partnerships. You knew 
about that, didn’t you? 

Mr. Dilg. Yes, sir. Mr. McMahon raised that in his initial inter- 
view. 

Chairman Tauzin. Did you interview any one of these banks? 

Mr. Dilg. We did not. 

Chairman Tauzin. You didn’t interview the banks. You didn’t 
check on these transactions to see if Mr. Kopper had a proper waiv- 
er from conflict of interest. Wasn’t it your job? 

Mr. Dilg. We were conducting a preliminary review to determine 
whether an additional investigation was necessary. 
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Chairman Tauzin. Mr. Derrick, wasn’t that your job? Wasn’t it 
somebody’s job? Mr Sefton, wasn’t it one of your jobs to make sure 
that these people negotiating on the other side of the table from 
their own corporation had been properly cleared to do so? Whose 
job was it? According to Skilling, he is throwing the blame at you 
pretty heavily right here. He is saying,“It was their responsibility.” 
He says, “I left the company. I don’t know what they did after I 
left, but it was their responsibility to report to the board and Mr. 
Lay that this man needed a waiver. So don’t blame me; blame Vin- 
son & Elkins” is what he is saying. Should we blame Vinson & Elk- 
ins? 

Mr. Dilg. No, sir. 

Chairman Tauzin. Who should we look to? Who should Enron, 
who should Mr. Lay look to when he asked the question of, “Why 
weren’t we told Mr. Kopper was in a conflict of interest position, 
that he wasn’t negotiating at arm’s length, that he never received 
a waiver to do this.” Who should bear the responsibility for having. 
No. 1, known that and not done something about it, and No. 2, 
checked on it when Sherron Watkins went to the president of the 
corporation and said, “You have got a corrupt company; check into 
it”? 

Mr. Derrick. I think, initially. Congressman, the responsibility 
lies with, in this case, Mr. Kopper. Under our Code of Conduct, 
each employee is required to certify 

Chairman Tauzin. You have got to be kidding me, Mr. Derrick. 
Any employee could go negotiate against a company and it was up 
to them to come and get a waiver? And you guys were signing 
these documents that said they had gotten waivers and you never 
checked to see if they did? 

Mr. Derrick. I am not saying that I have signed a document 

Chairman Tauzin. I have got your Code of Conduct in front of 
me. You are not supposed to engage in any outside activity or en- 
terprise which would interfere in any way with job performance. 
You don’t think Mr. Kopper was engaging in enterprises that inter- 
fered with his performance? You don’t think these employees who 
were investing $5,000 and reaping $1 million reward in 6 weeks 
were in a conflict of interest position? 

Mr. Derrick. Well, that is exactly my point. They were, and 
under our Code of Conduct, each of those individuals were required 
to approach the chairman and chief executive officer to seek an ap- 
proval. 

Chairman Tauzin. Lawyers of the company had to know they 
were doing that. You admitted that to us. You have admitted to us 
that you knew Kopper was doing that. Whose job was it to tell 
them, “You are in violation of the Code of Ethics. You are fired.” 
Or go to the president and say, “Get rid of these people. They didn’t 
have the courtesy of complying with your Board of Ethics require- 
ments — ^your Code of Ethics requirements.” 

Mr. Derrick. Well, initially 

Chairman Tauzin. Whose job was that? 

Mr. Derrick. Well, in my judgment, it was initially the employ- 
ee’s. To the extent that people in the company became aware that 
no conflict had been received, that was something that they should 
have reported. But there isn’t a way that I know of for a company 
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to, other than relying on the good faith of its employees, under a 
Code of Conduct, who are required to report conflicts of interest. 
That is where it all starts. 

Chairman Tauzin. But what is a requirement of a lawyer who 
is a counsel for the corporation who knows that an employee is vio- 
lating the Code of Ethics? 

Mr. Derrick. Well, if 

Chairman Tauzin. What is the requirement of a counsel? 

Mr. Derrick. If a lawyer knows that 

Chairman Tauzin. Yes. 

Mr. Derrick, [continuing] as well as any other employee of the 
company, if they know that, they should have reported it. 

Chairman Tauzin. And you knew that Mr. Kopper was working 
for LJM and had not received a waiver. 

Mr. Derrick. I am sorry. Congressman, I wasn’t working on 
these transactions. I wouldn’t know Mr. Kopper if he walked in the 
conference room today. 

Chairman Tauzin. Mr. Sefton, did you know Mr. Kopper was 
working for LJM, and you don’t think you had any responsibility 
to do anything except Mr. Fastow’s word, and Mr. Fastow got his 
waiver, he is already working and making millions. 

Mr. Sefton. At the time that I received those assurances, I felt 
justified in relying upon them. 

Chairman Tauzin. Mr. Chairman, you know what we have? We 
have got the same kind of situation we had with Arthur Andersen 
when they said the lawyers let the accountants make the decisions 
about what their legal responsibilities were. I can’t believe that the 
lawyers at a great American corporation would let the employees 
decide whether they could be in conflict of interest like this and 
make these investments and reap these benefits out of the very 
company that it was supposed to have a fiduciary responsibility for. 
These are major offices of your corporation. They are not workers 
at the bottom of the ladder; they are workers at the top of the lad- 
der. 

It is amazing to me that you guys could write a report to the 
chairman of the corporation after Ms. Watkins put herself way out 
on a limb to tell you all that this was going on, and you never both- 
ered to talk to the banks, you never bothered to call in Mr. Kopper 
and say, “Did you get a waiver? Are you operating in conflict of in- 
terest? Are you operating in a way detrimental to the corporation 
when you owe your fiduciary obligation to the corporation?” It is 
amazing to me that you could issue that paper to Mr. Lay, which 
basically said, “Don’t believe that lady; everything is fine. Every- 
thing is find. Don’t hire any other outside lawyers. Look at what 
we did? For heaven’s sake, don’t hire any more accountants. Every- 
thing is okay. Now, just tell that lady we looked at it real carefully 
and everything is good.” That is basically what you did. 

Mr. Dilg. Can I respond? 

Chairman Tauzin. Please respond. Yes, sir, please. 

Mr. Dilg. I think there are two things with regard to Mr. Kopper 
that are different. One, his investment in the Chewco matter, 
which was not raised by Ms. Watkins’ letter and was not at all 
within the scope of our inquiry, as far as looking at Chewco. Mr. 
Kopper did negotiate on behalf of LJM and was reflected as doing 
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so in the LJM approval sheets that were signed off on by the two 
people that the board had established to make sure that the deals 
were done on a basis that was favorable to Enron. There was a 
service agreement that was signed by Mr. Causey on June 30, 1999 
that recognized Mr. Kopper’s participation 

Chairman Tauzin. But Causey and Buy are in the Office of the 
Chairman, you know that. They can’t give waivers, you know that. 
You just testified, or Mr. Derrick did, that the Office of the Chair- 
man was the only one that could give a waiver, not Causey and 
Buy. Is that right? 

Mr. Dilg. That is correct. We did not check on the waiver of the 
Code of Ethics issues. There was an agreement signed by the per- 
son that the board had designated to look after Enron’s side on 
this. 

Chairman Tauzin. What do you think — and this is my final ques- 
tion, Mr. Chairman, I apologize — what do you think when you re- 
viewed these approval sheets and you wrote a letter to Mr. Derrick, 
extensively to him, and to Mr. Lay, saying, “We checked the ap- 
proval sheets, and everything looks okay”? What do you think 
when you saw a blank signature place for Mr. Skilling? Didn’t that 
alert you that something is maybe amiss here? 

Mr. Dilg. We did note in our letter that the Office of the Chair- 
man had not signed except on rare occasion. We wanted to bring 
that to their attention. The board minutes that we 

Chairman Tauzin. Well, no, you said it differently. You said that 
in most instances there was no approval signature for the Office of 
the Chairman except for several significant transactions. And that 
sort of leaves the impression the only time he had to sign was for 
significant transactions. What was your understanding of the ap- 
proval process? Did the Office of the Chairman have to approve 
these transactions? 

Mr. Dilg. The board minutes that we had that approved the 
LJM2 transaction and set up the approval process required Mr. 
Buy and Mr. Causey to approve matters on behalf of Enron. There 
was nothing in the board minutes that we had that required a sig- 
nature by the Office of the Chairman. 

Chairman Tauzin. Mr. Jaedicke testified that his understanding 
of the controls was that approval was required of the Office of the 
Chairman, or at least a review was required. We got into whether 
or not approval and review, but at least review by the Office of the 
Chairman. You don’t believe that is true? 

Mr. Dilg. I understand from the Powers report, which was the 
first time that I was aware of the information, that at a Finance 
Committee meeting in the fall of 2000, I believe, there was discus- 
sion of approval by the Office of the Chairman, and that was put 
in. Those minutes were not part of the minutes we were given in 
connection with our review. I think those minutes basically related 
to the formation of a new entity called LJM3 that didn’t go for- 
ward. I am presuming that is why we didn’t see them. We were not 
present at that meeting. 

Chairman Tauzin. But you did see a blank space. 

Mr. Dilg. We did, and we noted that in our report. 
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Chairman Tauzin. What do you think? What do you think when 
you saw a blank space from the chief executive of the corporation 
on the approval forms? 

Mr. Dilg. We felt that it was worth noting in our report that 
those spaces had not been filled in. 

Chairman Tauzin. Wasn’t it a red flag? 

Mr. Dilg. It was enough of a flag that we felt like it should be 
brought to Mr. Derrick’s attention. 

Chairman Tauzin. But you never, never, never tried to talk to 
Mr. Skilling. 

Mr. Dilg. We did not try to talk to Mr. Skilling. 

Chairman Tauzin. Thank you, Mr. Chairman. 

Mr. Greenwood. Thank you, Mr. Chairman. It is amazing how 
much inquiry you can squeeze into a 5-minute period. 

The Chair recognizes the gentlelady from Colorado for 5 minutes. 

Ms. DeGette. Thank you, Mr. Chairman. And Chairman Tauzin, 
when you were asking about the Code of Conduct, it occurred to me 
we have reached new heights now, because it is not just the fox 
guarding the hen house that we used to think about a week ago, 
now it has become clear it is the fox guarding the fox. I mean 

Chairman Tauzin. The hen is guarding the fox. 

Ms. DeGette. Yes, or something. You know, the exact same peo- 
ple who are the evildoers, who are committing these acts, are the 
ones that are supposed to go somehow to the chairman and say, 
“Oh, by the way, I have these conflicts of interest.” It is unbeliev- 
able to me. 

But I actually have a different line of questioning. What I want 
to talk about is Mr. Fastow’s compensation, because as I read the 
Powers report and also some of the board committee minutes, it 
looks to me like the Compensation and Management Committee 
and also the Finance Committee told Enron that they should figure 
out what Mr. Fastow’s compensation was from LJMl and LJM2. Is 
that correct, Mr. Derrick? In your view, were you guys supposed to 
figure out how much Mr. Fastow was making? 

Mr. Derrick. I don’t recall a specific instruction from the com- 
mittee, Congresswoman. I think the compensation would come up 
in terms of what is disclosed in the proxy statement. I think what 
you may be referring to 

Ms. DeGette. But do you think that you should have found out 
how much Mr. Fastow was making? 

Mr. Derrick. Well, the teams that were working on the proxy 
disclosure issues did examine that question, and my under- 
standing — 

Ms. DeGette. Did you know how much Mr. Fastow was making? 

Mr. Derrick. Pardon me? 

Ms. DeGette. Did you know how much Mr. Fastow was making 
from the LJM transactions? 

Mr. Derrick. I did not. I was 

Ms. DeGette. Did anybody at Enron, to your knowledge? 

Mr. Derrick. Not to my knowledge. My understanding is that 
the team that was working on it had concluded it was simply not 
practical to ascertain what the compensation was. But I will need 
to 

Ms. DeGette. Did anybody ever ask Mr. Fastow? 
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Mr. Derrick. I can’t speak to that. 

Ms. DeGette. Who was running this team that was supposed to 
he finding it out? 

Mr. Derrick. Well, it would have heen initially, I think, Mr. 
Mintz, in the Global Finance Group, and other people working with 
him. 

Ms. DeGette. Okay. Do you know if Mr. Mintz tried to find out 
from Mr. Fastow what his compensation was? 

Mr. Derrick. I don’t personally have knowledge of that. 

Ms. DeGette. Mr. Rogers, do you think that management should 
have obtained Mr. Fastow’s compensation while he was at LJM — 
or involved with LJM? 

Mr. Rogers. Yes, ma’am; it is my understanding they did try to 
find that out. 

Ms. DeGette. And did you think they were supposed to find that 
out? 

Mr. Rogers. Yes. 

Ms. DeGette. And in fact when you were interviewed on Janu- 
ary 20 by Wilmer Cutler you talked to them about discussions that 
you had in a meeting in early 2001 whether anybody knew the 
amount of compensation that Mr. Fastow was receiving from the 
LJM transactions. Do you remember that meeting in early 2001? 

Mr. Rogers. I don’t remember the date, but, yes, I remember 
asking that. 

Ms. DeGette. Okay. And did you ask anybody to find that infor- 
mation out? 

Mr. Rogers. Yes. 

Ms. DeGette. You were concerned about that issue, weren’t you? 

Mr. Rogers. I knew it was a disclosure issue, yes. 

Ms. DeGette. And is that why you were concerned about it? 

Mr. Rogers. Yes. 

Ms. DeGette. Okay. And wasn’t there a lot of conversation 
around Enron that Mr. Fastow might need to disclose this com- 
pensation from LJM on the 1999 and 2000 proxy statements? 

Mr. Rogers. Not a lot of conversation that I was a party to, but, 
yes, I understand it was discussed. 

Ms. DeGette. Okay. But you were a party to conversations that 
that information had to be obtained. 

Mr. Rogers. Yes. I have read a lot of memos relating to that, 
yes. 

Ms. DeGette. You have read a lot of memos relating to that? 

Mr. Rogers. Yes. 

Ms. DeGette. Okay. And do we have those memos, do you know? 

Mr. Rogers. I believe you do. 

Ms. DeGette. Okay. 

Mr. Rogers. I am confident you do. 

Ms. DeGette. Did you ever try to get Mr. Fastow’s compensation 
from LJM? 

Mr. Rogers. I didn’t personally. 

Ms. DeGette. Did you direct someone else to get that compensa- 
tion? 

Mr. Rogers. I didn’t direct someone, but someone undertook to 
do so, yes. 

Ms. DeGette. Who did? 
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Mr. Rogers. Mr. Mintz. 

Ms. DeGette. Mr. Mintz. And do you know what Mr. Mintz did 
to try to get his compensation, to get Mr. Fastow’s compensation 
from the LJM transactions? 

Mr. Rogers. It is my understanding that he met with Mr. 
Fastow, at least according to his memos, at some length. 

Ms. DeGette. And as far as you know, Mr. Mintz was never suc- 
cessful in getting those compensation figures from Mr. Fastow, was 
he? 

Mr. Rogers. I don’t know if he was or was not. What Mr. Mintz 
reported was that the compensation was not determinable after his 
conversations with 

Ms. DeGette. Did Mr. Mintz say why? 

Mr. Rogers. He makes references to it in his memo. I don’t re- 
member the exact reasons. I believe it had something to do with — 
well, first of all, a number of the transactions in that year had not 
closed, so it was not determinable. With one of the other trans- 
actions, there was an agreement between, as I understand it, be- 
tween Mr. Fastow and LJM, which rendered whatever he had been 
paid something that was not a final number that could be adjusted. 

Ms. DeGette. Well, okay, you didn’t have the final numbers, but 
did you ever try to get a ballpark figure? Do you know if Mr. Mintz 
ever got a ballpark figure? 

Mr. Rogers. I don’t know if he did or not. 

Ms. DeGette. Didn’t that concern you that Mr. Mintz was un- 
able to get this information that was supposed to be on the finan- 
cial statements? 

Mr. Rogers. I don’t think it is on the financial statements. 

Ms. DeGette. Okay. 

Mr. Rogers. It may be on the proxy statements. But Mr. Mintz 
is an outstanding lawyer. He undertook to get the information. 

Ms. DeGette. He testified in front of us, so, yes, we all love him, 
but that is not my question. 

Mr. Rogers. Well, what he reported back to 

Ms. DeGette. My question is did he ever try to get at least a 
ballpark figure of what Mr. Fastow was making? 

Mr. Rogers. I wasn’t a party to the conversation between Mr. 
Mintz and Mr. Fastow, but what Mr. Mintz reported back was the 
number was not determinable at that time. 

Ms. DeGette. Okay. Have you ever gotten that figure, to this 
date? 

Mr. Rogers. I have not personally gotten the number. The only 
number I am aware of is the $30 million number that has been 
published. 

Mr. Greenwood. Time of the gentlelady has expired. 

Ms. DeGette. So that is the number that — I would ask unani- 
mous consent for 1 additional minute. 

Mr. Greenwood. Without objection. We are trying to be sensitive 
to the members’ travel schedules. 

Ms. DeGette. Thank you. I have one too, Mr. Chairman. 

Mr. Rogers. I am sorry, is there an open — is there a question? 

Ms. DeGette. Yes. The question I was asking was that is the fig- 
ure you read in the newspapers, the $30 million? 
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Mr. Rogers. I believe that number first was reported in an 8K 
current report that Enron filed subsequent to the SEC investiga- 
tion, in response to the SEC’s questions. And my understanding, if 
my recollection is correct, that the members of the board spoke 
with Mr. Fastow. 

Ms. DeGette. Okay. If you had known that $30 million at that 
time in 2001, would you have been concerned about the red flag 
that might raise as to these transactions? 

Mr. Rogers. If I had known at the time that 

Ms. DeGette. Yes. 

Mr. Rogers, [continuing] the number was $30 million? 

Ms. DeGette. That was $30 million. 

Mr. Rogers. Absolutely. 

Ms. DeGette. Do you know to this day how much the real num- 
ber ever was? 

Mr. Rogers. I do not. 

Ms. DeGette. Mr. Derrick, did you know at that time how much 
Mr. Fastow was making from the LJM transactions? 

Mr. Derrick. No. I had been told by the team that it was not 
practical to ascertain that because of these various open positions. 

Ms. DeGette. And have you ever yet found out how much he 
made from those transactions? 

Mr. Derrick. The only thing I can add is, what Mr. Rogers re- 
ferred to, was when the board elected or chose two of its members 
to sit down with Mr. Fastow and ask that question. And the num- 
ber that has been referred to is, I believe, the number that Mr. 
Fastow told to those two members of the board. 

Ms. DeGette. And that was in the Powers report? 

Mr. Derrick. I believe that is in the Powers report. 

Ms. DeGette. Okay. And if you had known at least that $30 mil- 
lion at the time, would that have raised a red flag for you? 

Mr. Derrick. Yes, Congresswoman; it certainly would have. 

Ms. DeGette. And to this day 

Mr. Greenwood. The time of the gentlelady 

Ms. DeGette. [continuing] do you have any idea how much Mr. 
Fastow made from LJM? 

Mr. Derrick. The only information I have is what I have just re- 
ported. 

Ms. DeGette. Thank you. 

Mr. Greenwood. The Chair recognizes the gentleman from Flor- 
ida for 5 minutes. 

Mr. Stearns. Thank you, Mr. Chairman, and let me just say to 
the witnesses you came here voluntarily and we appreciate what 
you are doing, and we understand that you haven’t had lunch and 
so we are very sensitive to that. But I think what we are all having 
trouble with is that people were making large sums of money and 
no one on this panel has any concern or doesn’t stop to blow the 
whistle. It is like the three monkeys who see no evil, hear no evil 
and speak no evil. And you folks are unfortunately communicating 
that lond of sense to us that you would not have changed a thing 
and you did nothing wrong. I mean in retrospect, Mr. Derrick, do 
you think there has been any corporate malfeasance at all during 
this whole process? 
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Mr. Derrick. Well, you say change nothing. In my opening testi- 
mony, I have said that had I been given the gift of clairvoyance, 
had I been able to foresee these events, I certainly would have done 
things differently. In fact, if it were within my power to go back 
and change anything, whatever it may be, that would have pre- 
vented us from being where we are now, certainly. Congressman, 
I would have done that. 

But in terms of corporate malfeasance, I have no reason to be- 
lieve that — when the board considered this, it honestly believed 
that it was taking decisions that it thought was not adverse to the 
best interest of Enron and put in place procedures that they hon- 
estly believed would protect those interests. 

Mr. Stearns. So today, Mr. Derrick, do you think there has been 
any corporate malfeasance, just yes or no? 

Mr. Derrick. Well, if the allegations that have been made at the 
end of the day prove to be true, then the answer is yes. 

Mr. Stearns. Mr. Dilg, do you think there has been corporate 
malfeasance based upon what you have seen? 

Mr. Dilg. We were very disheartened to see some of the things 
that came out in November. The participants in South Hampton 
was a great surprise to us. 

Mr. Stearns. So you see things today that would indicate, if 
true, it is corporate malfeasance. 

Mr. Dilg. The ownership of and interest in a company doing 
business with Enron without going through the proper Code of 
Conduct waivers, et cetera, raises grave concerns to me. 

Mr. Stearns. The question has come up of a $40 million that Mr. 
Fastow, the CFO, made. Mr. Derrick, you met with 10 members of 
our staff, one of those was on a telephone hookup. And per that dis- 
cussion they had with you, you left a message with Lay and 
Skilling that it was not practical to determine Fastow’s compensa- 
tion but that it would be disclosed in the year 2002 and that you 
were not aware of Fastow’s compensation at that point. But for the 
September 1 board meeting, you said you wrote a list of questions 
for the board to ask Mr. Fastow, and ultimately it was decided the 
chairman of the Executive Committee, John Duncan, and the Com- 
pensation Committee would sit down with Mr. Fastow outside the 
meeting, which they did, you said. At a board meeting after that, 
they reported that Fastow made $40 million. Is that true? Do you 
still stand by your statements to our staff? 

Mr. Derrick. With respect — yes, I do, with one exception. I be- 
lieve I made it clear that as to the $40 million I can’t be clear as 
to whether that was the amount. It may have been $30 million. 
But as to the other things you said, yes, I do. Congressman. 

Mr. Stearns. So you did not know that he made — let us say $40 
million just for the discussions — that he made $40 million on these 
business transactions, and you did not know that before the Sep- 
tember 1 board meeting. Is that true? 

Mr. Derrick. I am taking your word it is September 1, but, yes, 
that board meeting. Yes, that is correct. 

Mr. Stearns. Mr. Sefton, did you know that before September 1 
board meeting that Mr. Fastow was making $40 million? 

Mr. Sefton. No. And was that September 1, 2001? 

Mr. Stearns. Yes, 2002. 
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Mr. Sefton. 2002. I left Global Finance in 2000. 

Mr. Stearns. Okay. I have — it is Tab number 22 that Mr. 
Fastow signed. It is a proxy statement talking as of holdings of eq- 
uity securities in the company. And on the last page, he talks 
about, in response to questions, he says — they are talking about his 
salary and his affiliates and his shares, and he said, “I suggest that 
you talk to Scott Sefton if you want to talk about my arrange- 
ments, my salary, and that Scott Sefton is preparing a draft of the 
disclosure relating to these transactions, which he will provide 
shortly.” Do you remember preparing a draft of disclosure on Mr. 
Fastow? 

Mr. Sefton. Yes. 

Mr. Stearns. And what did that disclosure say? 

Mr. Sefton. It was for the proxy for 2000. 

Mr. Stearns. And it did not talk at all about his salary and how 
much his compensation was. 

Mr. Sefton. The disclosure that I worked on was for the related 
party transactions. 

Mr. Stearns. Did you have an understanding of how much he 
made before you left the company? 

Mr. Sefton. No. 

Mr. Stearns. So all during the process you never understood it. 
You never knew how much he made. 

Mr. Sefton. No. 

Mr. Stearns. Mr. Rogers, did you? 

Mr. Rogers. No, sir. 

Mr. Stearns. And Mr. Dilg, do you? 

Mr. Dilg. I did not know until the results came back from the 
meetings with Mr. Duncan and the other board member. 

Mr. Stearns. Mr. Astin? 

Mr. Astin. No, Congressman, not until the report that Mr. Rog- 
ers referred to, the 8K filing that first disclosed the number. 

Mr. Stearns. And Ms. St. Clair? okay. Thank you, Mr. Chair- 
man. 

Mr. Greenwood. Thank you. The Chair recognizes the gen- 
tleman from California for 5 minutes. 

Mr. Waxman. Thank you very much, Mr. Chairman. One of the 
most disturbing facts to emerge from Congress’ investigation of the 
Enron collapse is the extent to which the company lobbied for and 
took advantage of inadequate regulation and oversight by legisla- 
tors and regulators. If not for Enron’s political connections and 
power, the company’s true financial status might have been uncov- 
ered long ago. I would like to ask some questions about those polit- 
ical connections. 

From 1989 to 2001, Enron’s PAC, Political Action Committee, 
and its employees and family members gave close to $6 million to 
Federal candidates and political parties. Press reports indicate that 
employees were, at the very least, strongly encouraged to make po- 
litical contributions. One press report has cited a 2000 company 
memo that recommended employees give money to President 
Bush’s campaign. Are any of you aware of this particular memo? 

Mr. Derrick. It is certainly possible that I would have seen it 
at the time. Congressman. I don’t have specific recollection of it 
now. 
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Mr. Waxman. Okay. Any of the others. Mr. Sefton, are you aware 
of any memo asking employees to contribute? 

Mr. Sefton. I don’t recall a memo relating to the Bush cam- 
paign, but the employees of the company were asked from time to 
time to consider contributions to, I think, a Political Action Com- 
mittee that was set up by the company. 

Mr. Waxman. And how were they asked, through a memo, 
through written communication? 

Mr. Sefton. Probably a memo or an e-mail. 

Mr. Waxman. Anybody else recall seeing any memos or being 
aware of this information? Mr. Rogers? 

Mr. Rogers. Yes, sir. I don’t recall any specific request to sup- 
port a specific candidate. I do recall getting Political Action Com- 
mittee materials. The company did — there was no obligation on any 
employee to join the PAC, but the company — all the employees 
were given the opportunity to, and I think the company did endorse 
being a member of the PAC. But there were no — nothing negative 
would happen to an employee if he did not join the PAC. 

Mr. Waxman. Were any of them, when they were told they could 
voluntarily do this, given a suggested amount they ought to con- 
tribute? 

Mr. Rogers. Not to my recollection. 

Mr. Waxman. Anybody else have a 

Mr. Rogers. It is possible, I don’t recall. 

Mr. Waxman. Well, according to a press story, low-level employ- 
ees were encouraged to give $500, and senior executives, at least 
$5,000. Do you know whether that would have been accurate? 

Mr. Rogers. I don’t recall, but it would be very easy to find out. 

Mr. Waxman. Did any of you, as lawyers for Enron, advise the 
company on campaign-related matters? 

Mr. Derrick. No, but we did have an employee who was 
charged, not as 100 percent of her job, but as part of her job was 
advising the PAC issue. 

Mr. Waxman. Okay. And could you identify for the record, if not 
right now, who the employee had been 

Mr. Derrick. Certainly; I will be happy to. 

Mr. Waxman. And, Mr. Rogers, you say it would have been easy 
to find out if a memo had been sent out. How would we go about 
finding out that information? 

Mr. Rogers. I would guess the company would have records of 
the materials that it would send out with respect to the Enron 
PAC. 

Mr. Waxman. The Washington Post reported that a letter was al- 
legedly sent by Ken Lay to certain employees in the spring of 1999 
asking for contributions to the Bush campaign. One recipient of the 
letter, according to the press report, said it was a rather menacing 
letter. Are any of you aware of this or other letters or memos from 
Ken Lay encouraging employees to contribute to the Bush cam- 
paign? 

Mr. Derrick. Congressman, I may have received a letter, not in 
Mr. Lay’s capacity as the chairman of Enron, but in this private 
capacity. I know he was active for a number of candidates, one of 
whom was President Bush. And, certainly, I made a number of con- 
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tributions to various candidates, and one of those would have been 
to Mr. Bush. 

Mr. Waxman. And when you gave contributions to a number of 
candidates, were they at the request of Mr. Lay? 

Mr. Derrick. There would have been some of those, but it was 
my philosophy to try to support good candidates on both sides of 
the aisle. And only a small fraction of those would have been the 
result of any communication from Mr. Lay. But, again, it would 
have been in Mr. Lay’s capacity, not as chairman of Enron but 
rather as a private citizen. 

Mr. Waxman. Are you aware of any campaign contributions 
being reimbursed, like bonuses or other compensation intended, in 
effect, to reimburse employees for what they gave politically? 

Mr. Greenwood. Last question, Mr. Waxman. 

Mr. Waxman. I would like to have Mr. Rogers answer it was 
well. 

Mr. Derrick. I have no personal recollection of any such reim- 
bursement. 

Mr. Waxman. Mr. Rogers, are you aware of that? 

Mr. Rogers. Let me make sure I understand the question. 
Would you restate that, please? 

Mr. Waxman. What I am trying to find out is whether you are 
aware of any additional compensation that was given to employees 
or executives to make up for the contributions they would have 
given to campaigns? 

Mr. Rogers. I am not aware of that. 

Mr. Waxman. Are any of you aware of that? 

Mr. Greenwood. Apparently not. The time of the gentleman has 
expired. 

Mr. Stearns. Mr. Chairman, just a point of information. I think 
in all fairness, if the question is going to be asked of the President, 
I think the gentleman from California should also ask it of Presi- 
dent Clinton too, his same questions. 

Mr. Waxman. I think that is reasonable. I want to know if any 
political campaigns. 

Mr. Greenwood. I think the record has demonstrated that the 
Enron employees and Enron Political Action Committee, as well as 
Enron soft money, went generously to both sides of the aisle, this 
election cycle and previous election cycle. 

The Chair thanks the gentlemen and lady for their testimony 
today. This committee has held 4 days of hearings on the collapse 
of Enron, and we have done that because this is the largest bank- 
ruptcy in the history of the country. We have done that because not 
only did 4,000 Enron employees, at least, lose their jobs, pensions 
lost, but teachers’ funds, retirement funds across the country were 
lost, $70 billion. Funds invested by parents for their children’s edu- 
cation lost because of investments in Enron. There has been a lot 
of human suffering as a result of this collapse, not the least of 
which, of course, is the tragic death of Mr. Baxter. 

It has been interesting to this member that this collapse hap- 
pened at a time when all of the commodities in which this company 
was trading were in high demand in the country. You had good 
supplies, you had great demand, all of the economic reasons for 
this company to succeed were in place. And yet it failed. The ac- 
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countants have come in and told us that it didn’t fail because of 
anything they have done, no one from the company’s management 
has said it has failed because of anything that they have done 
wrong, and none of you have indicated today that the company be- 
cause of anything that you have done wrong. 

My final question for you, in retrospect and without the gift of 
clairvoyance, as you look back upon this failure, what happened? 
Who caused the failure of Enron. Mr. Derrick? 

Mr. Derrick. Well, there are brighter people than I who are 
looking at this issue. From my perspective. Congressman, it was a 
loss of confidence and panic selling. I believe — I am not a business- 
man, I am not a financial person, but certainly it was my sense 
that the company still had enormous opportunities. There was, as 
some have said, a run on the bank 

Mr. Greenwood. It wasn’t loss in confidence that you could sell 
natural gas and electricity and — it wasn’t like automobiles were 
made and people lost confidence in the ability to sell buggy whips, 
was it? It was loss of confidence in the management, was it not? 

Mr. Derrick. I can’t speak to that. I can’t say that you are 
wrong on that. I don’t know. But experiencing from the inside, it 
was simply a panic sale of our shares based on what seemed to be 
a loss of confidence, and I think had the company had some oppor- 
tunity to have had a circuit breaker in place, that it might have 
saved many, many people from the tragedy that they have under- 
gone. 

Mr. Greenwood. Well, it would be my final observation — first, 
without objection, I would like to put into the record the documents 
to which we have referred today and identified as, “O&I Financial 
Collapse of Enron, March 14, 2002.” 

My only comment in closing would be that once again the com- 
mentary from the witnesses is that the company failed because of 
loss of confidence of the investors, which sounds an awful lot to me 
like blaming the victims, the people who lost the money failed be- 
cause they failed to have confidence in the company itself. 

This hearing is adjourned. 

[Whereupon, at 3 p.m., the subcommittee was adjourned.] 

[Additional material submitted for the record follows:] 
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O&I - Financial Collapse of Enron 
March 14, 2002 


Tab# 

Document 

Date 

1 

Stuart Zisman’s memo 

September 1, 2000 

2 

Scott Sefton’s memo 

June 19, 2000 

3 

Bob Baird’s email to Scott Sefton, and Rex 
Rogers about UM2 Private Placement Memo 

October 4, 1999 

4 

Carl Jordan’s memo to Sharon Butcher about 
managing employee situation 

August 24, 2001 

5 

Mintz’s memo on LJM3 Private Placement 
Memo 

December 7, 2000 

6 

Mintz’s agenda for LJM Legal Review 

March 7, 2001 

7 

Mintz’s memo on LJM Approval Process 

March 8, 2001 

8 

Mintz’s memo on Related Party Disclosures 

April 6, 2001 

9 

Mintz’s memo on proposed sale of Enron Wind 
to LJM 

April 16, 2001 

10 

Mintz’s agenda for LJM Update 

May 7, 2001 

11 

Mintz’s agenda for LJM Legal Review 

May 22, 2001 

12 

Mintz’s memo on approval for transactions 
with LJM 

May 22, 2001 

13 

Mintz’s memo on LJM Proxy Disclosures 
(2002) 

June 4, 2001 

14 

Sherron Watkins’ letter 

August 2001 

15 

Vinson and Elkins’ letter to Jim Derrick about 
Preliminary Investigation 

October 15, 2001 

16 

Enron Document Retention Order 

October 25, 2001 

17 

Carol St. Clair’s handwritten notes 

November 1997 


Scott Sefton’s notes 


19 

Services agreements (4) 

April 4, 2000; July 17, 

2000; December 20, 2000; 


LJM Approval Sheets 



LJM2 Private Placement Memo 

October 13, 1999 


Fastow’s 2000 Proxy Statement 



Bauer Memo 

November 2, 2001 


Legal Times Article on V&E 

February 11, 2002 


Side Agreement - Chewco 



“The Eiuon Wars” - Vanity Fair Article 

April 2002 


Vinson & Elkins Interview Memoranda 

Aug., Sept., Oct. 2001 
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SUBJECT: PROJECTRAPTOR DATE: S^tember 1. 2000 


Enroo Cmp., thtougb iis wbony-owned subadiary> Hanicr I, LJ..C. repcntly 

oilered a Master Deiivstives AgTeemeot with Talon 1, L.I.C. CTalrat”) atone wth a variety 
of after lelited documenis in older to establM a risk manageo^ ptognnt for hedpi^ Ote 
volatflity of ootain asses (tte “ttzptoi Sliucture”). 

ENA was asked to ^learitead the eSats to: incotpeate cert^ asseis/securiries into 
the Raptor Stractuic and (ii) establish a load tor fotmo use of the R^^torStnicOnre. Indtaae 

3o,aCTeiaIissaea bavcbeeaniaedaapcicsibleartsisof cottoexn. Theyazeasfolkwe; 

1. Ovecall book and mairipntatioD (L^gal Ride Level— 4^ 

2. BinKd>ofconfideatiaIityoUigatiosa(LcsalRlakLcvd-3^ 

3. Insider ttading (Legal Risk Level" 30; 

4. Liability as a “ripper” (Legal Wslc Level "3). 

1. Overall Boek Manionlation . The Raptor Snuetuic is designed to induce earnings 
voiatiliqr resulting fiom the rules of 6m value aceountiiig. Our origi^ undentandriig of ftis 
transaction was that all types of asscofeecurities would be introduced itno Oris smtaure 
(including both Oiose that ate viewed favorably and ftose dwt are viewed as being poor 
invesrinenis). As it turns ouL we have discovered that a majority of fte investments bring 
introduced ftto the KaptmrSiniclure ate bad ones. TbisisttiscoDcetriiigftriwotGastas: fl)lt 
might lead one to briieve riiai the financial books at Enron ace bring mmipnlaied fa tads u> 
eftnuiate the drag on earnings that would oftetwise oocor under ftir vahu acconini 9 i& and it 
iicieases fte likebbood of a claiin by the Talon bivesiots(Le.Uh^becaieteoftbe weAnatme 
of assets bring put into Oris strnciuic, and fte lesnttiqg losses that are likely 10 be incarrsd by 
Talon under Sie Bailor derivative tansacrioss. 
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2 . BTOgh of Coafidmtfadftv <^Hg»ttoafi. scmtaMin^ <iestvaSyve tsssssciions for 

iadosioQ m Hi^Ttor ^rsc^rs, Hamer is required to provide mS^tsasiac to Talcsi rqgaidQ^ 
die assets/securities bong The pmvisi^ of such mfopa^icui ivould (is iusktous cases) 

co&ssimtti s vtoladoe of our c<8iilde^aUty ebligftffootf (_$^ ohvioau reaarffnic» fois vssoe 
agjB&anily mcse ptoblen»Bc ^die& dealmg widi assets^seciuities of private (as exposed to 
pidilic) cam^mics). Our fevsew of the assets/securities of Uxe pivaie caupanies which have 
hcxai klciuificd fa Raptof hedge caadidotes has reveatod that svrict oonfidenriality obligadoos are 
virtually ubiquicous. There are* however, the following ooteworfoy mitigaats to the 
confidailiality issuer, (t) m most instanees. the first and only Icvd of contemplated disdosure 
wouUl be to Axtdy Fasiow and/ix Midiael Kupper as authorized sigoasorics of Tafoo (wdolc 
disclosure to these parties is arguably a violarion of most ccofidoaliaiity obligatioDs that 
qjply, an argument could be made that Andy/Micbae] are leviewmg the confidential infonnation 
in theii ceg»aci1y as officers of Enron); and 00 there are ccaifidcxktialxcy agreemeots between 
Hairier uad Talon that forbid iiiither disclosure by Talon foesreby rcdudi^ the potential damages 
arising &om the initial ^1>ieaeh^ by Encem. Despite the midgazds listed ^ve» there are 
dreumstances under which coufidcotial infonnatioD cao/mnsi be disposed by Taloo to oiheis 
(one potential scenario (which becomes iocreasri^ fikdy b the evem that maz^ of dte hedged 
as^ perfonn poorly) inv^ves the msbeence, by foe LJM investacs foat certam kfbmation be 
revealed in cormectioa with Talon's derivative tiaztsacdo&s}. 

3. losider Trading. To foe exteot that foe security underlying any deiivtfr^&mis^oii is 
publi^y Uaded, we arc obligated to disclose to Talon any material inside infixznatimz in tuar 
pcs^ssiem in cmier to awudclahss by Talon of fiaud oar material misrqwesent^itm. 

intend to secure a written agreement from Talon to not use such infoTiDatioo for az^ purpose 
other than evaluation of the related Raptor transacrion we cannot be absoiutdy certain fott Takm 
wiU not use foe information fo trade the undestying securities. IfXalon ever used matoial inside 
infonnation (provided by Harrier) in vioiarioa of foe securities laws* would likely be 
incriminaied and become liable for significant damages and penalties (n^ to mentiem the 
lesoUmg public relatioas oj^nmare). 

4. LiabHitv as a “TToper” . A omcem related to insider tiadh^ is foe potential use by 
Talon of material inside informarioa learned from Hamer to Op ofoers foereby poteutially 
xrakmg Enron liable for such viedazioos. In oeder to safoguard agnnn this; we intend to obtain 
writtQi assniances from Talon that my infoanarioo provided to it shall not be used for as^ ofoer 
purpose other than to consider the proposed derivative tzansactioiz and fisfoer that no Ri r J t 
infonoatioa shall be provided to any other party m order to avoid any tippiog fialrility. 
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To: Oistributi^ 

From: Scon Setttn 
Subject: LJM Approval Sheet 


Interoffice 

Memorandum 


Department: £GF Legal 
Date; June 19,2000 


I just wanted to reminb' everyone that thort « a special Enron approval process for transactions 
be^M•ea 0v<»i and LJM. ! 

A copy ot the approval (orm is attached. This form should be completed for ad transactions between 
Enron and UM and should t^a completed poor to the dosing of ^ deal 

In my experience, thejquesttons in Section a on page 2 of the form have been particutarty dcMicull lor 
the comir«rdai person to co^leta. In order to faoG'ate the approval procass, I've completed these questbns 
on the anached form, f wHi cpnfrmi that these Items are properly cornpleted when i sign the feim. 

Please contact me if have a.ny questions. 


Olsthbution: 
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Baird, Bob 



Prom: Bairc, Bob 

Sant: Monday, October 04. 1999 6:52 AM 

To: 'Seflon. Scott’; Rogers. Rex (Enron) 

Cc; Astin, Ronald T. 

Subject: LJM2 



nnNFtPFNTtALfATTORNFY-Cl lEKIT PRIVILPGg 
Scott; Welcome back! 

Rex Rogers asked that 1 look over the draft of the private ptacement memorandL n/n* i jm? Tn- 
my pfincipai comments: ” ' 


& 


_ Obviously Andy. Mici"iael and Bar, will have a conflict of interest, but the Ertron Board of Directors nay waive this 
conflict and may want to pul in place procedures to approve transactions involving them or LJM2 ihal involve conflicts. In 
order to make an intelligent waiver, however, the Ertron ooard needs to know wha: financai interests the pnncipa;s have in 
LJM2 and what financial commitment they have made to it i would think the investors in LJM2 woulo want to know that as 
well. But the document does not disclose those interests or amounts they w3! invest. It discloses the earnout tne general 
partner has, and it discloses that the principals control the general pa'iner. but it does not say who owns the eguity 
interests in the general partne.', what amounts they will invest and what a/T.ounts are entitled to under what circumstances. 

This point is particularty important because of the fact that the Designated Percentace in a given project that JEDl II 
invests in can vary from 50% to 75%; presumably if the principals have control over 'Enron’s decisions and also have a 
financial interest in the excluded portion of any investment (under (u) of the definition of Excluded Invest.ment in the JEDl II 
partnership agreement), then they will have an incentive to minimize Enron's investment so that LJM2 can take a larger 
percentage. Also, it would be important to know what kind of investment they are making in LJM2. because if they are in 
effect getting a free ride (or£,barfetf4J^cause of their earnout or s-mall financial commitment, that will tend to give them 
an incentive to make sure rJEDI II rricks s more investments (so they have more exposure to the upside). 

I assurr.e that the principals and the board realize that all transactions involving over S60.030 between Enron and ✓ 
\i<Al2 will probably need to be disciosed as "certain transactiorts" with management in Enron's proxy statement. r 

^ Secfion 6.C3(c)(ii) of the JEDl II partnersnip agreement says that "During the Commitment Period, neither Enron 
nor any of its Affiliates may organize a new limited partnership or other inver^ment entity me purpose of which is to invest 
in Qualified investments, until the date on which 60% of the aggregate Commitments have been invested or commihed for 
investment In Qualified investments pursuant to binding contractual agreements.' 1 would think that LJM2 arguably 
violates this commitment unless it is maoe dear that, witn respect to any investment it makes ether than an investment in 
amounts in excess of the Designated Percentage of an investment that Enron makes (i.e. investments rot sourced at 
Enron), such investment cannot be a Qualified investment i would not think that Enron would be comfortable merely 
taking the position that Enro.'i did not organize this fund, particuldriy because its CFO is the main principal, and I assume 
that the Board's rationale for approving this (and waiving the conflicts of interest and letting the principals spend some of 
their time on this) is that it benefits Enron, See especially the statements under ‘Dual Role Advantages’ on page 7. AisD / 
on page 7 it says that LJM t has substantially similar oteectives to LJM2: if LJM1 was organized to invest in Qualified ^ 
Investments mere may already be a breach of Enron’s commitment in Section 6.03(c)(ii). 

There are many statements in me document that absolutely must be changed, because Enron's business is 
Ascribed in a way that paints it as an investment portfolio manager or as a company whose assets consist of an 
investment portfolio. It is erinea! that Enron not advertise itseff as an investment adviser because (a) with respect to 
certain activifies it has relied (and will continue to rely) on the fewer than 15 clients exemption m the investment Advisers 
Act, whicn requires that the party relying on the exemption must not "liold himself out generally to the pub'ic as an 
investment adviser" and (b) the definition of an Investment company under the Investment Company Act of 1 940 is a 
company engaged in the ousiness of inves’jng. reinvesting and trading ir securities; and among other things Enron has 
received an important exemptive order from the SEC which It can rely on only if it does not hold itself out as being in the 
business of investing, reinvesting and tracing in securities. So references to Enron's merchant investment portfolio (e.g. 
page 6 under 'Preferred Access*), assets under management (e.g. page 8 under Rationale) and oth.er such references 
need to be changed. Also, it is a bad idea to describe Enron as being in the investment syndicalion business (e.g. page 9 / 

at the top), because many of Enron's investments involve securities, and if Enron is in the invesirrient syndication business 
it must register as a broker-dealer. 

5. I question whether it is true that Enron will manage and operate the Investments that JEDl II makes. There are 
many places in the draft where this is stateo (e.g. page 24. bottom), but I thought that many of the JEDl H investments 
would be minority investments. 

6. There is no mention wnether LJM2 will register as a commodity pool operator, aithougri the dr^fi says il will 
employ rigorous risk management techniques. This is really rnore LJM2’s problem than it is Enron's, although if UM2 runs 
regulatory risk il is possible thiat Enron will take some heat. 


VEL 00362 


0CT-24-i55S 09:il 


97 


7. There are several places ^«re ttw draft SByi ff»is has b«n reviewed and approved by Enrcn's boa-d of 
directors and office of chairman; has that been dorre? 'Hre *af{ says that Rick Causey will review me activities of LJM2. 

Is that the only control that Enron wBf pteced on LJM2 in terms of reviewing and approving conflicts of interest? Andy 
would get more protection if there were some review and approval process at the board level or at a more senior executive 
level. 

8. One Question is whether Enron’s indemnity (which covers persons serving a; the request of Enron on otner 
companies’ boards, etc.) will cover Andy. Ben and Michaers acttviSes with LJM2. aftd also whether Enron's insurance wii. 
cover it. It seems to me that this should be darifi«} and agreed to in aovance. The aescriticrt in the private placement 
m^orandum hdicates that pett^ps are sarv'mg at Enmn's request. If Ertrort objects to its fldenr.ity' ar?c insurance 
extending to their activities with LJM2. it could insist tm an agreement that Ih^ not seek indemnity or insurar^ce. or if it 
wants the indemnity and Insurance to extend to UM2 it couid specifically clarify that they Co. 

9. The draft private placement memorandum says nothir.g aboultransfer pricing between Errcn ana LJM2. will 
UIM2 invest alongside Enron on the same, more favorable or less favorab.e terms? Shouldn't this be adcessed h the 
private placement memorandum? Shouldn't Er^ron's board gel a commioneni from the prir.c:pa-s mat LJM2 will net get 
more favorable treatmertt than Enron? 

10. The private placement memo makes it took like Enrwi is ^nsohng tfis fund. I would nunk that ft wouid be 
advisable to put in a statement that although Enron's board has given principals permission to set up and run this fund, 
it is not an Enron sponsored fund, Enron has not made eny cornmibnertt to it end Investors must, as a condition to 
investing, enter into an agreement acknowiedglrtg those facs, statirig that they are relying soiely on the fund and not 
Enron and agreeing that diey will not seek recourse agairtst Ervon In the event their investment does not perform as 
promised. 

11 . The pivate placement memoshtajk) pant out th.at phnop^s could res^ or be dismissed fro.m Enrc^ at any 
time (subject, of course, to rights th^ may have undw employment agreements). I doni think that their service v«th LJM2 
is tied to their service with Enron. 

12. I have some other nits that I can go over with you, but those are the mair) points. 
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Dllg, Joe 

From: Jordan. Carl 
Sent: Friday. August 24, 2001 7:02 PM 

To: Butcher, Sharon (Enron) 

Subject: Confidential Employe«~Matter 

ATTORNEY CLIENT PRIVILEGED COMMUNICATION 
Sharon: 

Per your request, the following are some bullet thoughts on how to manage the situation with the employee - 
who made the sensitive report. 

1 . I agree that it is a positive that she has requested reassignment to another department. Assuming a 
suitable position can be found, i recommend documenting in memo form that the transfer is being effected per 
her request. This would be worded to convey that the company has considered and decided to accomodate 
her request for reassignment. See comments below re additional items to be addressed in the memo. 

2. I suggest that the memo also name a designated company officer for her to contact in the unlikely future 
event that she believes she is being retaliated against for having made the report. Case law suggests that she 
then will have the burden of reporting any perceived retaliation and allowing the company a reasonable 
opportunity to correct it before quitting and asserting a constructive discharge. (Note: If there is any chance 
that the decision might be made in the future to discharge the employee for making the report -e g., if the 
company concludes that the allegations were not made in good faith- then this assurance probably should not 
be given, at least until later when (if) the company is satisf^ that the employee was not acting in bad faith or 
otherwise improperly.) 

3. The memo should contain language that conveys that the other terms of her employment -specificaliy. its at- 
will status- remains unchanged. This is to avoid any futura claim that the understar>dings surrounding the 
transfer constitute a contractual obligation of some sort 

4. The new position, as we discussed, should have responsibilities and compensation comparable to her 
current one, to avoid any claim of constructive discharge. 

5. As we discussed, to the extent practicable, the fact that she made the report should be treated as 
confidential. 

6. The individual or individuals who are implicated by her allegations should be advised to treat the matter 
confidentially and to use discretion regardi^ any comments to or about the complaining employee. They 
should be advised that she is not to be treated adversely in any way for having expressed her concerns. 

7. You indicated that the officer in charge of the area to whi^ the employee may be reassigned would 
probably need to be advised of the circumstances. I suggest he be advised at the same time that it is 
important that she not be treated adversely or differently because she made the report. And that 

the circumstances of the transfer are confidential and should not be shared with others. 

You also asked that I include in this communication a summary of the possible risks associated with 
discharging (or instructively discharging) employees who report allegations of improper accounting practices: 

1. Texas law does not currently protect corporate whisllebiowers. The supreme court has twice declined to 
create a cause of action for whistleblowers who are discharged; however, there were special factors present in 
both cases that weighed against the plaintiffs and the court implied that it might reach a different conclusion 
under other circumstances. 

2. Regardless of the whistleblower issue, there is often a risk of a Sabine Pilot claim (i.e., allegation of 
discharge for refusing to participate in an illegal act). Whistleblower cases in Texas commonly are pled or 
repled as Sabine Pilot claims - it is often an easy leap for the plaintiff to make if she had any irivolvement in or 
duties relating to the alleged improper conduct. For example, some cases say that if an employee's duties 
involve recording accounting data that she knows to be misle^ing onto records that are eventually relied on by 
others in preparing reports to be submitted to a federal agency (e.g.. SEC. IRS, etc.), then the employee can 
be subject to criminal prosecution even tho she did not originate the misleading data and does not prepare the 
actual document submitted to the government. Under su^ circumstances, if the employee alleges that she 
was discharged for refusing to record (or continuing the practice of recording) the allegedly misleading data, 
then she has stated a claim under the Sabine Pilot doctrine. 

3. As we discussed, there are a myriad of problems associated with Sabine Pilot claims, regardless of their 
merits, that involve allegations of illegal accountir>g or retaled practices. One is that the company's accounting 
practices and books and records are fair game during discovery • the opposition typically will request 
production of volumes of sensitive material. Another problem is that because accounting practices often 
involve judgments in gray areas, rather than non-judgmental applications of black-letter rules, there are often 
genuine disputes over whether a company's practice or a specific report was materially misleading or complied 
with some statutory or regulatory requirement. Third, these are typically jury cases - that means they are 
decided by lay persons when the legal compliance issues are often confusing even to the lawyers and 
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Mpens. Fourth, because of tfie above bclors. they are very expensive and time consuming to litigate. 

4. In addition to the risk of a wrongful discharge claim, there is the risk that the discharged employee will seek 
to convince some government oveisighi agency (e.g., IRS, SEC, etc.} that the corporation has engaged in 
materially misleading reporting or is otherwise norr-complisnt. As with wrongful discharge claims, this can 
create problems even the the allegations have no merit whatsoever. 

These are. of course, very general comments. I will be happy to discuss them in greater detail at your 
convenience. 


W. Carl Jordan 
Vinson S Elkins L.L.P. 
loot Fannin 
2300 First City Tower 
Houston. Texas 77002 
(713)758-2258 
(713) 615-5334-fax 
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Rick Buy 
Rick Causey 


From: Jordan MIntz 




Interoffice j 

j-'-' Memorandum 

Confidential Communications 
Attorney-Client Privilege 


Deparjnent; £nron Global Finance ■ Legal 


Sufject Private Placement Memorandum for "IJMS” 


December 7. 2000 


As you know, LJM has recently circulated a PPM regarding the formation of a new private equity 
fund, “LJM3 Co-Investment, L.P." (I believe they are planning to close in two weeks.) For the 
most part, its contents closely mimic that used for LJM2. but in many instances pare down its 
discussion of Enrort. The recurring reference to the “linkage* between Enron and LJM, however, 
continues to be substantial. To that end and in light of Enron now having a “history" with LJM 
(albeit only a year or so), I thought it would be instructive to summarize some of the provisions of 
LJM3 that are relevant for Enron’s purposes. (We also are reviewing the related draft LJM3 limited 
partnership agreement.) 

In particular, 1 offer for your review and consideration: 

(1) Discussion of Investment Ooportunttv : This section describes why LJM3 is an 
attractive Investment opportunity highlighting the following: 

t Access to Significant (Enron] Proprietary Deal Flow; 

• Enron's Capabilities to Analyze and Structure Investments and Operate Assets; 

• The Ability to Evaluate Investments with Full Knowledge of the Assets [Due to the 
Principals' Insider Status]; and 

• Speed and Knowledge Advantage of LJM3. 

(2) Investment Strategy : This section describes how LJM3 plans to capitalize on its 
aforementioned advantages highlighting the following: 

• Invests with Enron; and 

• Invests in Assets/Businesses where Enron retains an ongoing economic interest 
thus ensuring that LJM3 has access to Enron's significant resources to manage 
assets on an ongoing basis. 

(3) Dual Role Advantages : This section highlights the benefits investors should realize 
due to the dual roles played by Andy Fastow and Michael Kopper, thereby facilitating 
LJM3's access to Enron dealflow. 
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12/7/2000 ' Page 2 

coy"--. - 

(4) Discussion of Conflict of Interest : Describes the steps Enron has taken to ensure 

that conflict-of-interest issues are appropriately addressed, including the review roles 
of Enron's Chief Accounting and Risk Officers, as well as that of the Enron Board's 
Finance and Audit Committees. The PPM further notes that "Enron's Office of the 
Chairman has waived certain provisions of Enron's employee code of conduct to 
permit the Principals to form and operate the Partnership and Enron's Board of 
Directors has ratified that waiver as it applies to Mr. Fastow". (It is my understanding 
from Rex Rogers that this description is not wholly accurate and we are considering 
providing modified language for inclusion in the PPM Supplement.) 

One additional item worthy of mention regarding LJM3 is my understanding that a targeted investor 
is CalPERs. 

There are a number of additional important issues involving LJM that we are currently addressing 
(with the assistance of Rex Rogers and Ron Astin). Such issues primarily relate to (i) our internal 
review of the processes and deal review/substantiation efforts regarding Enron/LJM transactions 
and (ii) proxy disclosure issues, including scope of information and mitigation alternatives. 

I will keep you advised regarding material developments: in turn, please do not hesitate to contact 
me with any questions or comments you may have. I may be reached at x 37897. 


cc: Rex Rogers 

Ryan Siurek 

Ron Astin (Vinson & Elkins) 
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LJM LEGAL REVIEW 
(Confidential) 



Participants : Jim Derrick 

Rex Rogers 
Jordan Mintz 
Ron Astin 



1. A “Who, What, Where” of LJM 

2. 1999 Activity 

3. 2000 Activity 





B. Enron Board involvement 


1. Directives 

2. Review Process 

3. February 2001 Audit and Finance Committee Reviews 


C. Legal Consideration 






1. Financial Statement Disclosure^, 

2 . Proxy Disclosures 

3. Memo regarding Suggestions for Improvement to Policles/Controls 
for Transacting with LJM in 2001 
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Rick Buy 
Rick Causey 
Jordan Mintz 
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D«»miiern, Enron Global Finance-Leg 


suBiect lJM Approval Process - Transaction Substantiation March 8, 2001 


With the year-end and recent Board meetings behind us, and our now being in the midst of proxy 
season, I thought it might be timely to memorialize my observations and summarize my 
recommendations for refining our compliance with the procedures approved by Enron's Board of 
Directors (the "Board") with respect to the Company's transacting with LJM. Briefly stated, it is my view 
that the Company needs to improve both the process it follows in executing such transactions and 
implement improved procedures regarding mitten substantiation supporting and memorializing the 
Enrcxi/LJM transactions; at the same time, it is also my view worthwhile improvements can be 
accomplished without significant disruption to commercial efforts. 

More specifically, my recommendations focus on two areas: the first is the need for the Company to 
implement a more active and systematic effort in pursuing non-UM sales alternatives before 
apprxjaching UM, and then to create more extensive written documentation substantiating such efforts; 
the second is to modify the LJM Approval Checklist so as to impose a more rigorous testing of the 
fairness and benefits realized by Enron in transacting with LJM - and balancing such benefits against 
perception and shareholder relations issues such transactions may present. 

To that end, what follows below is; relevant background regarding the Board's approval tor transacting 
with LJM; my “due diligence' findings relating to the Company’s compliance with such approval; and 
recommendations for improvement to be effective for the 2001 year. 

Overview 

As you know, the sensitivities surrounding Enron's transacting with LJM primarily stem from three areas; 
whether such transactions are being conducted at arms-length in such a clear and convincing fashion 
that they will be respected from a GAAP earnings perspective; whether the benefits realized by Enron 
from such transactions are sufficiently "compelling" from an investor's perspective to negate perceptions, 
however unwarranted, of an "interested" dealing; and whether such transactions are in the best interests 
of the Company and, thus far. consistent with the Board's carrying out its fiduciary duties and in 
compfiance with the Company's Code of Ethics. In order to address these three critical and often- 
overlapping concerns, the Board has previously approved the following procedures and controls; 

(1) Enron and LJM are not obligated to one another to transact; 

(2) Enron’s Chief Accounting and Risk Officers are to review and approve the terms aU 
transactions Enron or an affifiate enters into with LJM; 
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(3) The Board's Audit and Compliance Committee shall annually review all transactions 
ccm^^ted that year and make ar^ recommendations they deemed appropriate; and 

(4) The Board is to determine, also annually, that Andrew Fastow's controlling position at LJM 
and his Involvement as a counterparty to Enron does not adversely effect the best 
interests of the Company. 

Addifenally, although not ®<pjidt)y provided for by the Board, the Finance Committee also annually 
reviews all Enron/LJM transactions, but may review on an ad hoc basis, as needed. 

To si^jplement the Board's mandated procedures. Enron and UM also agreed to an additional control 
precluding Mr. Fastow (and Michael l^pper, also a senior level professional at both Enron and LJM) 
from negotiating on behalf of Enron in transactions with UM. 

The Company subsequently adopted a written *LJM Approval Sheet* to generally describe the business 
nature of any Enron/UM transaction, including the deal terms and antidpated economics to Enron. This 
Approval Sheet is supplemented with an 'Issues Checklist*, which captures the procedures to be 
followed in executing transadions vnth UM; in this manner, Enron can test whether it is complying with 
the Board's directions. (Such Approvals are to be reviewed and executed by certain members of Enron's 
Senior Management, including Jeff Skilling.) For example, the Checklist provides for the following 
determinabons to be made: 

(1) In addition to LJM, identifying other sales options that were considered and rejected, 
tnduding sales to Condor. JEDl II, arW mird parties; identifying other banks/offers that 
were received with respect to the transadion; 

(2) Whether the transaction with UM will be the most beneficial alternative to Enron; 
identifying the related benefits - cash flow, earnings; 

(3) Determining whether the transaction inwlves a ‘Qualified Investment* so that it was 
required to be offered to JEDI II; 

(4) Whether the transaction was negotiated at arm's*length; did any advisors condude that 
the transadion was not fair to Enron; 

(5) Whether the transaction had to be disdosed in the Proxy and whether it yielded any 
monetary benefit to an Enron employee; and 

(6) Whether UM's partidpation in the transadion has been reviewed by Enron Office of the 
Chairman ("OTC*)? Has it been reviewed and approved by Enron’s Chief Accounting and 
Risk Officers? 

And finally, the Checklist asks whether Enron’s Board’s Audit Committee reviewed all Enron/LJM 
transactions within the past 12 months. 

Findings 

The procedures followed by Enron in transacting with LJM. Including the manner In which they have been 
»jbstanbated, shcxjld ba improved and can be, I believe, with minimum disruption to ccmmerdal efforts. 

I also beiie\^ that adoption of certain of these recommendations will yield materiai benefits w\Vn 
respect to accounting substantiation and further documentation of the Board’s carrying out of its fiduciary 
duties and business judgment. 
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The more significant areas for improvement are as follows; rvri. , I . r. i 

(1 ) Enron does not consistently seek to negotiate with third parties before It transacts with 
LIM. No policy exists spet^ically requiring evaluation and pursuit of third party 
alternatives before transacting with LJM. Because no existing policy requires the pnor 
evaluation of third party alternatives and. given the fluid nature of the Company's 
commercial activities, too often Enron finds itself facing a time deadline that makes it 
difficult {m fact often impossible, as a practical matter) to transact with a third party, thus 
potentially; (a) reducing the benefits Enron realizes from the LJM transaction by eroding 
Enron's bargaining position; (b) clouding the objective evidence of such benefits (due to a 
lack of comparable alternatives) and. perhaps; (c) undermining the arm's-length nature of 
the transaction (due to a lack of both comparable and practical alternatives); 

(2) Enron does not always adequately substantiate in writing the procedures it follows with 
respect to transacting with UM. For example, some of the questions in the Checklist do 
not capture the Tull picture* of information that would be instructive in demonstrating 
compliance with Enron's Board. For example; 

(a) The Checklist does not require an explanation as to why the particular transaction 
would be the most beneficial altemative for Enron - only that it is. Requiring an 
answer to the question of wfiy the transaction is beneficial would have the added 
advantage of requiring that the question be directly addressed by the commercial 
personnel charged with its execution; 

(b) The Checklist does not provide for a detailed explanatiorr/substanliation of sales 
efforts prior to transacting with LJM (thereby negating a contemporaneous record that 
could be useful in fashioning appropriate disclosures regarding those transactions 
required to be disclosed); 

(c) The Checklist does not require an explanation as to how Enron determined that the 
transaction was conducted at arm's-length - only if it was not (which presents the 
same difficulties as (b)); 

(d) The Checklist provides for.pre-determined, rather than a more 'realtime* OTC 
detemiination that transacting with LJM does not adversely affect Enron; and 

(e) The Checklist does not provide any level of detail regarding the Chief Accounting and 
Risk's Officer's review and approval; I believe, for the Board's Audit and Finance 
Committee's benefit, this additional information - when coupled with formal Board 
presentations - would provide additional enhancement to the Board's decision-making 
as to having all relevant facts before it. 

(3) Inherent employee conflicts exist that can contribute to a perception that Ehron and UM 
cannot transact at ann's-length; and 

(4) Enron's transactions with UM create potential conflicts with CalPERS, and perhaps other 
future investment parties* with whom Enron may have a relationship. 

Particular suggestions for improvements follow. These recommendations for a more TormaP approach 
for transacting with UM, however, should not replace or supercede any *commonsense' alternatives that 
may better allow for flexibility in any commerdal/finandal transaction and. perhaps, a better balancing of 
competing interests. 
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Recommendations 

Adoption of the suggestions that fotiow shoi^d enhance those procedures already in place and being 
followed for purposes of substantiating Enron’s compliance with the Board’s directives and, in particular, 
“completing the Compan/s files’ with respect to responding to audit reviews and preparation of proxy 
and footnote disclosures. In particular 


(1) Additional education of business units regarding the role to be played by LJM as an 
alternative counterparty after efforts with ’traditional", third party counterparties are 
exhat^ted and the Company’s expectation that such third parties wio be explored before 
resort to LJM. Fur^r witten substantiation of such efforts; 

(2) Amendments to the Checklist to ensure further written substantiation of why this particuiar 
transaction with LJM was the most beneficial vis-a-vis alternatives, how such 
determtiiation is substantiated, and substantiation that the transaction was conducted at 
arm's-lengtii; 

(3) Better contemporaneous involvement by the OTC regarding review and approval of 
Enron’s transacting with LJM, Le. sign-off by Jeff Skilling on a more regular tssis; 

(4) Mitigation of personnel conflicts by physical separation of all fulltime LJM employees from 
Global Finance representatives; and 

(5) Coordination of UM Approvals, review, and substantiation documents through an internal 
group made up of representatives of EGF Commercial. Legal (custodian of the 
documents). Accounting, and Correnerdal Support. 

Items (2) (4) and (5) above are already being addressed. We can work through the individual business 
unit CFOs to progress item (1 } and. with your concurrence. I can discuss item (3) with Jeff. 

Please let me know your thoughts about these recommendations and whether you take exception to my 
working towards their implementation. Of course, feel free to contact me with any questions you may 
have. 

Thank you for your time. 


Cc: Jim Derrick 
Rex Rogers 
Rob Walls 

Ron Astin (Vinson & Elkins) 
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Bcc RonBakw 

Rodney Faklyn 
BenGlisan 
George McKean 
Gordon McKinop 
Ryan Siurek 


co^rloc' 
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Interoffice 

Memorandum 

Confidential Communications 
Attorney-Client Privilege 

9 


oeMftmenc Enron Global Finance-Legal 


5**!®*=*^ Related-Party Proxy Disclosures 


April 6. 2001 


You wilt recall that in preparing the LJM related-party disclosure for this year's (2000) Proxy, we did not 
disclose finandai information regarding your interest as tfie ultimate general partner/managing member in 
either LJM1 or LJM 2. The purpose of this memorandum is to explain our reasons for concluding such a 
disdosure was not required in either 1S99 or 2000 and to explain why such fationale(s) may not be 
applicable in future filings. 

Discussion 

The Proxy Rules rw^uire - among other things ~ a description of the related party's (i^ LJM's) interest 
in ^nsactions entered into with the registrant (ie, Enron), the nature of such interest, and - “where 
practicable" - the amount of such person's interest in the transaction(s). It is this last piece of 
infonnation relating to your financial stake that we have not explicitly disclosed because the Legal 
Department, in consultation with our outside ctxinsel. has conduded disclosure was not mandated. In 
both the 1999 and 20Q0 Proxies we have generally provided as follows: "The general partner is 
entitled to receive a percentage of the profits of the partnership in excess of the general partner's 
proportion of the total capital contnbuted to LJM1/LJM2. depending upon (he performance of the 
investments made by LJM1/LJM2.* Thus, it is dear that, at a minimum, there is public disclosure that 
you. as the general partner in these two investment vehicles, are entitled to receive some level of 
earned interest. 

Our rational for net disdosing any additional financial information related to your general partner 
interests varies as between 1999 and 2000 and. in particular, with respect to the RhythmsNet 
transaction, as follows: 

( 1 ) 1999 : The "where practicable* language in the Proxy Disclosure Rules gave us the 

basis ior not providing additional financial mf^xmation in 1999. More 
spedncally. the majority of the transactions entered into in 1999 between 
Enron and LJM1/LJM2 - and spedftcally the RhythmsNet hedge ~ were 
“open" transactions during the 1999 fiscal year and had not yet settled or 
liquidated in a fashion that It would be “practicable* to determine what you 
eam«l m your general partner capacity. The “open transaction" basis 
applied to both the RhythmsNet transaction and the newly-executed LJM2- 
related acquisitions and hedges for 1999. 

(2) 2000 : We determined it was net practicable to quantify your interest in LJM2 in the 

most recent Proxy, again, based on the existence of multiple open and 
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unmatured transactions making it impracticable to compute. The rationale 
for not making any additional disclosures relating to the settlement of the 
RhythmsNet transaction, however, is somewhat different, in particular, the 
RhythmsNet transaction settled in 2000 pursuant to terms allowed for under 
the original agreement At settlement of RhythmsNet it may have been 
practicable to determine your financial interest. However, no further 
disclosure was otherwise required of the RhythmsNet transaction in 2000 
because settlement occurred under conditions permitted in the original 
agreement. Thus, there was no new transaction involving UM1 and Enron 
in the year 2000 required to be disclosed in Ihis year's proxy; accordingly, 
we have concluded that there was no requirement to disclose any financial 
information related to what you may have earned in that transaction - 
notwithstanding that it was now more practicable to do so. 

The decision not to disclose in this instance was a dose call; arguably, the more conservative 
approach would have been to disclose the amount of your interest. Given other pertinent (and 
competing) issues that you and I have discussed at great length, we decided against doing so. It was, 
perhaps, fortuitous that ttie RhythmsNet transaction extended over two proxy filing years and tie 
specific facts of the particular case allowed us to condude that a disdosable transaction occurred only 
in the year in which financial disdosure was impracticable. Thus, we have relied on two different 
arguments for avoiding finandal disdosure for you as the LJM1 general partner in both 1999 and then 
2000. If, however, the RhyttimsNet transaction began and conduded in the same year, it would have 
been more difficult to avoid making some additional level of finandal disdosure. 

Going Forward 

This disclosure issue will continue to be a challenge as transactions entered into between Enron and 
LJM2 settle and, as such, it becomes 'practicable* to quantify and, therefore, be required to disdose 
the amount of your finandal interest To that end, we need to continue to be cognizant of this issue as 
Ihe year progresses and continue to consider some of the safe-harbors provided under the SEC rules 
from having to disclose related party transactions - inducing the (1) competitive bid and (2) reduction 
of general partner control alternatives we have previously discussed. I. of course, will continue to 
examine other alternatives, as well. 

After you have had a chance to review this summary, I am available to discuss any questions or 
comments you may have. 


Cc: Jim Derrick 

Rex Rogers 

Ron Astin (Vinson S Elkins) 
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Cliff Baxter 
MarkMetts 
Rick Causey 

From: Jordan Mir>tz 

pr<^os6d Sale of Enron Wind to LJM » 
Disclosure Issues 



Interoffice 
Memorandum 

Confidential Communications 
Attorney-Client Privilege 



CQmBENT£^L 


Dep a rtment: 

Date: 



This memorandum addresses the disclosure issues fi.e. proxy and financial statements) implicated 
by a proposed sale by Enron of its ovmership in€nron Wind to LJM (“Pioposar). In particular, H 
summarizes a safe-harbor under the SEC Rules which would avoid any proxy disclosure relating to 
the Proposal; however, it should also be noted that it is unlikely that compliance with such safe- 
hartxir would also provide us with a basis for not disclosing such transaction for financial statement 
purposes (Le. 10Q/10K). 

Briefly stated, no disclosure is required in the annual proxy for transactions engaged in by a 
registrant (i.e. Enron) and a related party (i^ LJM) rt done pursuant to a "competilive bid’ process. 
Although there is scant guidance in this area, it is my judgment that a process like the following 
would satisfy the definition of a competitive bid: 

• A preprinted, unsigned form contract omitting the name of the counterparty and the 
pricing provisions would be delivered to several active, viable counterparties, 
including, for example. LJM; 

■ Each proposed counterparty would be instructed to fill-in pricing and sign the 
proposed agreement, and indicate any other changes it would propose to make to 
the preprinted agreement. Each proposed counterparty would be advised that 
changes to the prepnnted agreement would be taken into account by Enron in 
selecting a winning counterparty; and 

■ All responses would be due back to Enron at a preset time, delivered to a contact 
wHhin Enron, remote from the executive officer whose entity may be bidding on the 
proposal. At the appropriate time, all envelopes would be opened at the same time 
and the winning counterparty selected from the proposed counterparties responding. 

As you know, the foregoing is a process similar to that used by investment banking firms vsrtien 
attempting to sell companies, and it is generally considered competitive by those in the industry. 

Of course, we could tweak the process to be responsive to our view ol appropriate industry 
standards. Stating the obvious, tor this process to pass muster, we would need to ensure that is it 
monitored carefully to ensure Tiue competition'. 


RMpect 
FafwnecaBI | 7 « 92 ) 
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If the process results in an LJM winning bid, no proxy disclosure would be required. Nevertheless, 
it appears that the accounting oiles would require disclosure independently of the analysis just 
described. 

It may well be that financial statement disclosure - without proxy disclosure -- could appear "too 
cute" and we may decide to proceed with the proxy disclosure in any event, in that instance, we 
would be required to provide a description of the Proposal, the related party's (i^ LJM's) Interest 
in the Proposal, the nature of the interest of the related party, the amount of the transaction and, 
“where practicable", the amount such related party may earn in the transaction. In addition, it the 
Proposal were not viewed as a “sale in the ordinary course" of Enron's business, we would also 
need to provide the sales price. Although such information can be provided in a fairly "punchy and 
pithy" fashion, we would obviously be revealing sensitive information. 

I am available to discuss any questions or comment you may have; I may be reached at x 37897 

Cc: Rodney Faldyn 

Rex Rogers 


2 
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10 


Confidential 



LJM UPDATE 
{May 7, 2001) 


1. Closed Transactions {20011 

■ Raptor Restructuring 

2. Pending Transactions 

■ Cuiaba Repurchase (End of May) 

■ Merlin CLO (By May 15) 


3. Due Diligence 

• Enron Wind 

• Generation (CA executed) 

4. Other Items 


• Disclosure 

• Approval Sheet 

• Skilling’s Signature 

• Board's/OTC Determination Regarding “No Adverse Effect" 

• Mike Miller 
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f 

CONFIDENTIAL 


LJM LEGAL REVIEW 
(May 22, 2001) 


Participants : Jim Derrick 

Rob Walls 
Rex Rogers 
Jordan Mintz 

A, Developments since March 7'*' Leoal Review Meeting 


1. Proxy/1 0-K Disclosures 

2. Enron Wind 

3. Overlapping Employee Duties/Services Agreements Review 
.4. Deal Approval Changes 

5. Investor Relations Feedback 

6. Meetings with Causey/Buy 

B. Meetinos with ASF: Current Proposals 

1 . Restructure of LJM ownership to avoid disclosure 

2. "Fresh look" at Enron/LJM relationship 
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Jeff Skilling 
Jordan Mintz 

suoject' Company Approvals for T ransactions with LJM 


II IlCl Wl live 

Memorandum 


Confidential Communications 

IX 


Departmem: GlcbS' Finance - Legal 

May 22, 2001 


One of the internal procedures we have in place for monitoring Enron's transactions with LJM for 
arm's-length dealings and "fairness" is an internal approval sheet {similar to the DASH). Such 
approval sheet, which summarizes (1 ) the nature of the transactions and its terms, (2) other 
options considered by Enron, and (3) disclosure obligations, if any, by the Company, is signed by 
Global Finance Legal, Accounting, and RAC, Accounting and RAC, particularly, require the 
signatures of Rick Causey and Rick Buy, Such approval sheet also provides for your signature. 

All required sign-offs for the 2000 transactions have been recently completed. In discussing our 
arranging for your signature with Rick Causey and Rick Buy, it was decided to provide you with all 
finalized approvals in aggregate-rather than in a piecemeal fashion— and we are now ready to do 
so. 

To that end, I will arrange to get on your schedule to assist you in this regard; alternatively, I can 
send such approval stieets to you as a package and you can then sign at your convenience. In 
the interim, please let me know if you have any questions or comments. I may be reached at 
X37897. 

Thanks for your time. 


Cc: Rick Buy 
Rick Causey 
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Andy Fastow 
From: Jordan Mintz 

Subject; Lj^ Proxy Disclosures (2002) 


Interoffice 
Memorandum 

Confidential Communications 
Attorney-Client PrTvijege 



Department Enron Global Finance-Legal 
Dele: June 4 . 2001 


What follows below is a summary of the key steps to be taken so as to minimize any related-party and proxy 
disclosure Enron would be required to make in 2002 with respect to transactions executed'>rkh^JM 1 and 2 
(collectively, the ‘UIM Entities”) during 2001. Such steps are being taken in order to be responsive to certain 
commercial changes occurring at Enron. In tnal regard, it is intended that such approach would (i) cause the LJM 
Entities to cease to be related persons whose transactions with Enron are required to be disclosed for financial 
statement footnote purposes, and (ii) liquidate your interest in the LJM Entities in a fashion that minimizes the 
extent to which such interest must be described (except to note its disposition) in the proxy statement for next 
year’s annual meeting. 

Proposal 

As you may recall, this year Enron and LJM2 have executed two transaction5-or>e relating to the restructuring of 
Raptor and the other with respect to the repurchase of the Merlin CLO equity. The steps listed below are 
premised on all other pending transactions between Enron atliliales and the UM Entities being frozen prior to 
- such steps being implemented. (Raptor will continue to be disclosed in the 10-0 and year-end 10*K. and it is also 
likely the CLO equity repurchase will need to be disclosed in the second quarter tO-Q and year-end 10-K). 
However, it your interest in the UM Entities is eliminated without recognizing value artribuiable to 2001 
transactions, we do not anticipate that any material disclosure would be required in the 2002 proxy statement for 
the annual meeting, other than noting the unwind of your interest in LJM, assuming all of the following steps are 
taken: 


(1) No ”value‘. i.e. distributions, has been taken out of UM by you tht$ year and the purchase price paid 
by Michael Kopper does not reflect any amount attributable to 2001 transactions between Enron and the 
LJM Entities; 

(2) The purchase of your entire interest in the UM Entities by Michael Kopper will not be financed by you 
(or any person whose interest would be attributable to you tor reporting purposes, such as family 
members) or Enron; and 

(3) Michael will no longer be an employee of Enron or retain any material contractual relationship with the 
Company going forward. 

In this manner, any proxy disclosure in 2002 is. again, likely to be limited to a notification of your termination of 
your interest in UM. while - with respect to the lO-O/IO-K - earlier transactions will continue to be disclosed until 
they settle. 

Alter have had a chance to review this summary, piease contact me with any questions/comments you may 
have. We should also discuss coordination and implementation matters 


Cc; Rick Buy 
Jim Derrick 
Rob Walls 


Rick Causey 
Rex Rogers 

Ron Astin (Vinson & Elkins) 
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Dear M/. LajC 

Hai Enron become a nsky place lo '^ork'* For tnosc of u$ who Oidn ( je: r.:n c'.er the as: 
years, can we afford to stay? 

Skallinf 's abrupt departure will raise suspicions of accounting impropneties anc '•ai ja:.cn issues 
Enron has been very aggressive in its accounting - most notably the Raptor transactions arc the 
Condor vehicle ^e do have valuation issues with our mtemanonai assets and possibly some ct 
our EES MTM positions. 

The spotlight will be on us. the market just can’t accept (hat Skilling is leaving his Cream ;oo I 
think that the valuation issues can be fixed and reported with other goodwill w nte downs to occur 
in 2002. How do we fix the Raptor and Condor deals? They unwind in 2002 and 2003. we will 
have to pony up Enron stock and that won't go unnoticed. 

To the layman on the street, it will look like wc recognited fundi flow of $800 mm from merchant 
asset sales in 1999 by selling to a vehicle (Condor) that we capitalized with a promise of Enron 
stock in later yean. Is that really funds flow or is it cash from equity issuance? 

We have recognized over $530 million of fair value gains on stocks via our swaps with Raptor, 
much of that stock has declined significantly - Avici by 98%, from Sl'^8 mm to S5 mm. The New 
Power Co by "0%. from S20f$hafc to S6/share The value in the swaps won't be there for Raptor, 
so once again Enron will issue stock to offset these losses. Raptor i$ an UM entity. U sure looks 
to the layman on the street that we are hiding losses in a related company and will compensate mat 
company with Enron sixk in the future. 

I am incredibly nervous (hat we wiU implode «n a wave of accounting scandals .'•ly 8 years oi 
Enron work history will be wonh nothing on my resume, the business world will consider the past 
successes as nothing but an elaborate accounting hoax. Skilling is resigning now for personal 
reasons' but I think he wasn't hiving fun. looked down the road and knew this scuff was unfixable 
and would rather abandon ship now than resign >n shame m 2 years 

Is there a way our accounting guru's can unwind these deals now? 1 have thought and thought 
about how to do this, but 1 keep bumping into one big problem - we booked the Condor and 
Raptor deals m 1999 and 2000. we enjoyed a wonderfully high stock pnee. many executives sold 
stock, we then try arid reverse or fix the deals in 2001 and it's a bit like robbing the bank in one 
year and trying to pay back it back 2 yean later Nice try. but inveiton were hurt, they bought at 
$70 and SSO/sharc looking for SI2Q/share and now Utey re at S38 or worse. Wc are under too 
much scrutiny and there are probably one or two disgruntled redeployed' employees who know 
enough about the ’funny’ accounting to get us in trouble 


What do we do? I know this question cannot be addressed m the ail employee mecung. but can 
you pve some assurances that you and Causey will sit down and take a good hard objective look 
at what 1 $ going to happen to Condor and Raptor m 2W2 and ?(X>3? 


Confidenital Treatment Requested By Wtlrrier. Cutler & Pickering 
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Summary of alle|ed issues: 


Raptor 

Entity was capitalized wi;h UM equity. That equity isa: nsic: however, (he in\es£ment was 
completely offset by a cash fee paid » UM. If the Raptor entities go bankrupt UM ;s not 
affected, there is no commitment to eontrtbuie more equity. 

The majonty of thecapualiaation of the Raptor entities is some form of Enron S/P. rtstncicd 
stock and stock nghts. 

Enron entered into several equity denvative transacuons with the Raptor entities locking m cur 
values for vanous equity mvescmcnis we hold. 

As disclosed, in 2000. we recognized $500 million of revenue from the equity derivatives offset 
by market value changes in the underlying securities 

This year, with the value of our stock decltning. the underlying capitalization of the Raptor entities 
is declining and Credit is pushing for reserves against our MTM positions. 

To avoid such a wntc-down or reserve m Ql -001. we 'enhanced' the capital structure of the 
Raptor vehicles, committing more £NE shares 

My understanding of the Q3 problem is that we must “enhance' the vehicles by 5250 million. 

I realize that we have had a lot of smart people looking at this and a lot of accountants including 
AASeCo have blessed the accounting trciimcni. None of that will protect Enron if these 
transactions are ever disclosed m the bnght light of day. (Please review the late 90's problems of 
Waste Management - where AA paid $ t30« mm m litigation re. questionable accounting 
practices). 

The overriding basic principle of accounting is that If you explain the ‘accounting treatment’ 
to a man on the street, would you innucnct his investing decisions? Would be sell or buy the 
stock based on a thorough undersundingof the facts? If so, you best present it correctly 
and/or change the accounting. 

My concern is (hat the footnotes don't adequately explain the transactions. If adequately 
explained, the investor would know that the '“Entities'’ described in our reiaicd party footnote are 
thinly capiiatized. the equity hoiden have no shun m the game, and all the value in the entities 
comes from the underlying value of the dcnvaiivcs (unfortunately m this case, a big loss) AND 
Enron stock and N/P. Looking at the stock we swapped. 1 also don t believe any other company 
would have entered into the equity denvative transacuons with us at the same pnees or without 
substantial prcmiurm from Enron. In other words, the $500 million in revenue in 2000 would 
have been much lower. How much lower? 
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Raptor looks (O tx a btg bet. if (he underiyinf siockis ±d i\e!I. then no one would b< 

Enron srock did well. :he stock issutncc to these entities would decline and the transactions uouij 
be Jess noticeable. Ail has gone against us. Use stocks, most notabiy Hano^-r. Tne New Power 
Co., and .Avici are underwater to great or lesser degrees 

I firmly believe that eaccuuve management of the company must have a clear and rrecisc 
knowledge of these transKtions and they must have me transxtions reviewed by cojectsv- experts 
in the ftelds of secunites law and accounung. I believe Ken Lay deserves the ngn( to judge for 
himself what he believes the probabiliues of discovery to be and the estimated da-Tiages :a tre 
company from those discovenes and decide one of two courses of action; 

I The probability of discovery is low enough and the estimated damage too great tnerefore 
we find a way to quietly and quickly revene. unwind, write down these 
posiiions/transactions. 

2. The probabliiiy of discovery is too gre«. the esumated damage to the company toe great; 
iherefoie. we must quantify, develop damage containment plans and disclose 

i firmly believe that the probability of discovery significantly increased with Skjiling's shocking 
deparrure. Too many people are looking for a snrtoking gun 
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Summary of Rap:or o^diues: 


1. The aceountinj treaimenc looiu questionable 

3. Enron booned a S500 mm ja.n from eqji<> denvatives from a related party 
b That related party ts thinly capiuiized. with no party at nsk CTcept Enron 
c- It appears Enron has suppooed an income statement gam by a contnbuiion of 
Its own sha-TS. 

One basic question The related party entity has lost S500 mm m its equity 
denvative transactions with Enron. Who bears that lou? I can t find an equity or 
debt holder that bean that loss Find out who will lose this money Who will 
pay for this loss at the related party entity? 

If It's Enron, from our shares, then I chink we do not have a fKi partem that 
would look good to (he SEC or investors. 

2. The equity denvative transacuons do not appear to be at arms length 

a Enron hedged New Power. Hanover, and Avici with the related party at 'vhat 
now appears to be the peak of the market .'^ev^ Power and .Avict have fallen 
away Significantly since. The related party was unable to lay off this nsk. 

This fact pattern is once again very negative for Enron, 
b I don’t think any other unrelated company would have entered into these 
transactions at these pnces. What else is going on here? What was the 
compensation to the related party to induce it to enter into such transactions'* 


3. There is a veil of secrecy around UM and Raptor Employees question our 
accounting propnety consistently and conuamly This alone is cause for concern 

a. Jeff McMahon was highly veted over the inherent conflicts of UM He 
complained mightily to ieff SbUmg and laid out 3 steps he thought should 
be taken if he was to remain as Treasurer. 3 da>: later. Skilling offered 
him the CEO spot at Enron InduscnaJ Markets and never addressed the 3 
steps with him. 

b Cliff Baxter complained mighciiy to Skilling and all who would listen 
about the mappropnateneu of our transactions wuh U.M. 

c. 1 have heard orte manager level employee from the pnnciple investments 
group say "I know u would be devastaung to ail of us. but 1 wish we 
would get caught We re such • crooked company." The pnnciple 
investments group hedged a large number of iheir investments with 
Raptor. These people know and see a lot Many similar comments are 
made when you ask about these deals Employees quote our CFO as 
saying that he has t handshake deal with Skjlhng that UM will never lose 
money 


Confidential Treatment Requested By Wrimer. Cutler & Pickering 


E 68551 



120 


4- Can the General Counsel of Enmn a-adic c.ne deal crail and che munc> t.-ul between 
Enron and UNtHapsor and «tj pnnetpais"* Can he look at UM"’ At Raptor' If me CFO 
says no. isn't that a problem"* 
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Condor and Raptor wort: 


1 . Postpone decision on filling office of the chair, if the current decision includes 
CFO and/or CAO. 

2. Involve Jim Demck and Rea Rogen to hire a law fim to investigate the 
Condor and Raptor transactions to pve Enron attorney client privilege on the 
wort product. (Can't use V<Sc£ due to conflict - they provided aome true sale 
opiiuons on aome of the deals). 

3 Law firm to hire one of the big 6. but not Anhur Andersen or 
PncewaterhouseCoopcfa due to their conflicts of imeresL AA&Co (Enron); 
PWC CUM). 

4 Investigate the transactions, our accounting treatment and our future 

comxTuoncnts to these vehicles in the form of stock. N/P, etc.. 

For iruiance: In Q3 we have a $250 mm problem with Raptor 3 (NPW) if we 
don't enhance' the capital structure of Raptor 3 to commit cnore ENE shares. 
By the way; in Q1 we enhanced the Raptor 3 deal, committing more ENE 
shares to avoid a write down. 

5. Develop clean up plan: 

a. Best case: Clean up quietly if possible. 

b Worst case; (Ramify, develop PR and IR campaigns, customer assurance 
plans (don't want to go the way of Salomon's trading shop), legal actions, 
severance actions, disclosure 


6. Personnel to quiz confidentially to determine if I'm aJI wet: 

a. Jeff McMahon 

b. Mart Koenig 

c. Rick Buy 

d. Grog Whilley 
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To pyi the acccunUBg trtitmem m perspective I offer the following: 


1. We've contnbutedconungent Enron equity to (he Raptor emioes. Since tt's 

contingent, we have the considerauon given and received at zero. We do, ms Causey 
points out. include the shves in our ftUly diiu^ computauons of sham outstanding if 
the current economics of the deal ia^ply that Enron will have to issue the shares m the 
future. This impacts 2002 - 2004 EPS projections only. 

We lost value in several equity inveatmentt in 2000. SSOO million of lost value These 
were fair value investmenu, we wrote them down. However, we also booked gains 
from our pnee managemeot transactions with RagKor, rect^ng a corTtspooding 
PRM account receivable from the Raptor eodtiea. Th^*s a $500 million related party 
mnsacuon - it's 20% of 2000 EBIT. 51% of NT pre tax. 33% of NT after tax. 

Credit reviews the underiying capiialtzation of Raptor, reviews the contingent shares 
and determines whedier the Raptor entities will have enough capital to pay Enron its 
$500 million when the equity derivatives expire. 

4. The Raptor entities are technically btnicrupc; the value of the contingent Enron shares 
equals or is just below the PRM account payaNe that Raptor owes Enron. Raptor's 
inception to date income siatement is a $500 million loss. 

S Where are the equity and debt investors that lost out? UM is whole on a emh on cash 
basis. Where did the.$500 millioo m value come from? It came from Enron shares. 
Why haven’t we booked the transaction as $500 million in a promise of shares to the 
Raptor entity and $500 imUion of value in our '^onomic Interests'* in these entiiies? 
Then we would have a wnte down of our value in the Raptor entities. We have not 
booked the laner. because we do not have to yeL Technically, we can wait and face the 
music in 2002 - 2004, 

6. The related party footnote tries to explaio these transactions. Don't you think that 

several interested companies, be they stock analysts. joumaJtsts. hedge fund managers, 
etc., are busy trying to discover the reason Skilling left? Don’t you think their smartest 
people are pouring over that footooce disclosure nght now? I can just hear the 
discussions - '*k looks like they booked a $500 million gain from this related party 
company and T chink, from ail the undecipherable page on Enron’s contingent 
contnbuuons to this related party entity. 1 think the related parry entity is capitalized 

with Enron stock.** "No. no. no. you must have it all wrong, it can't be that. 

that's just too bad. too fraudulent, surely AA&Co wouldn't let them gel away with 

that?** "Go back to the drawing board. It's got 10 be something else. But find 

it!** "Hey. just in case you might be nght. try and find some insiden Of 

‘redeployed' former employees to validate your theory.** 
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Vinson &tlkins 

HOUtfOl*. •»■«*• 

rt.i»»o ♦! -! >; i SJJ' 



October 15 'OOl 

An®nw*<lie»t 

•■« ARM**? w*rtifT»e-«t 


Mr. James V . Derrick. Jf . - ^ 

Executive Vice President and Geneml Counsel 

Enron Corp. ‘^y 

1400 Smith Street 

Houston. Texas 77002 


R.: lnv«.ig.acn ofAlk^ions o> » AAonymom Emplov« 


Dear Jim: 

You requeued ih»i Vinioo & Elkini L.L.M'ViE ’ TEose 
,lle»«.o« mirirdly ™de on w woo^ou. jj^blie aLlcsu.= (« ««■" 

■llepnom quejuooihe propriety 

detoniolidued entiuee known u Cor'd" » krown M Rnpror veliiclM. Tlie MOnymoui «''P'‘>>.'* 
UM attdpa«'C«i"*y *f*'“*"*®"* L Lav Chairman and Chief 

hcrJlf » Shcr™. W«km.. ^ uid provided him 

Executive OfTcet of Enron, for npptox^tely ThuTenet eonstiwies out report w ith 

with m-ennlt .0 «t.vi,iet undenakeru dK 

reepect to out invenigBion “fj*;^*'*^,°'tuieM,clu.iomwi^ 

identirKKionorpriiruiy coocetm. end out •nilyw >no ormo 

I. SeepeofUndcitaktet 

in genetd. 

By v.a* of background, some .-Mention of 

proposed a KTicj of uep. tor addiwwog'he^ ip^gaiion. it'd the engiscneni ol 

l^rfi^ent legal counsel to condrxr » .„n«edi>na rn derail and oP'""'* 


-0*»1T3*« 


.3'-* S'* 


s_Ag. •oC^O'* c * 
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Mr. Junes V. Derrick. Jr. 

Ociobe !5. 2001 
Page 2 

L.L.P. {'‘AA”). in prtit!nift&D' discusiiwit »\iih>tvj. it -ajs decided ihattiur -.niiial appmurh wueij 
noi jpveive the second f uessing of the acct^mtiai: «.v and ueauntenc pro' h> .A.%. that iHrre 
"ould be no detailed anaivsis of each and even, iransaciiiw and that then? «t>u{iJ K* rn' luil scale 
discover) style it^uif^^ Instead, the imuuiiy would he conrined lo a JeictWinaiior whether the 
anonymous ierut and suppiementa! matenaUrsised new faeiviaJ jntbrmaii»>n that wuuld v^arrani a 
broader iavearti|atk>n. 

2. AettvMes UsdaftaitcB 

Our preliminary instigation included the itview ol'seUcied documents provided to us by 
Ensonaad &omoar in^mai sources, mtcrnewi withkej Enron and AA personnel and discussiops 
with VA£ ai&»RH^ who uc farroKar with legal issues addressed by Enron is ceiuusctton with the 
subject tiuBsactioos. The focus, of course, was to identify backsround information, disclosures and 
personal views with resptci to the CondOf/>Wtitewing and Raptor vehicles and Haroo s relationship 
with UM. 

Docurnents reviewed in this process included e^cerpu of roeetings of Enron's Board oi 
Piitcfon. iocluding ounutes of meetings of the Audit and finance CoraiBinccs cl the Board, various 
public tiiiftgs of Enron f annual reports. lO-K's. KH)s). dxumenu pciiiing to EnrtMi s transactions 
with UM. including Deal Approval Shectt and Investment Summaries, and various miscellaneous 
materials in the nature of pceseotaiions and mesBOfioda. The focus of our document review was to 
detaarminc wrhetber the requisite approval of the transactions rtferenced in the anonymous leser had 
been obtained from Enroa's Board and its committees, the nature of the disclosures made with 
respect 10 (be transactions and relationships questioned by the anonymous letter and supplemental 
matertals and to provide general background information. 

Interview^ were also conducted with various Emoa personnel based either on their 
connection wiih (he transactions inv^vtng Condor/Whhewing. LJM and Raptor, or becat^ ibey 
were identifiod in materials provided by Ms. Watkins as persons who mighe sham her concerns. 
Those pertons iraerviewtd were: Andrew S. Fastow. Executive Vice Prtsidew and ChiefFinancial 
OfTtcer. Richard B. Causey. Executive Vice fhesident and Chief Accotmiing Officer. Richard B. 
Buy. Executive Vice Presidentand Chief Risk OlTiCc»tC.’CgWhalley. Ptwident and Chief Operwing 
Officer (formerly Chairman of Enron Wholesale); JefTfey McMahon. President and ChicfExecutive 
OfTicer. Enron Industnal Markets (formerly Treasurer ofEnron) ; Jordan H. Mifttr. Vice Rrcudeni 
and General Counsel of Ertren Globil Fiaance; Marie E Koenig, Executive Vice President. Investor 
Relations; Paula H. Rieker, Managing Director. Investor Relations: and Sbeffon W aikina. the author 
of the anonymous lener and su^lemcntal maierials. 

loiefviews were also conducted wjdt David B- Duncan and Debra A. Caslt both partners with 
AA asrigsed to the Enron audit engagemenk 
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Mr. Jam^s Vi I>erick, Jr 
October I5.:)VJ1 

Paje } 

In addui-.n lo .ha ibrcsoina fonn.l m.«n,a«s. d,iau».u.n$ ..arc liU-«i«( held with Kax 
Ro««. Vica PT«,d«n. and .^ 5 aii^« Can.n.1 Coun«i linny,. and Ronald I Aa.in ol \ iK 
rasLtdinK ttntril backfround mformaiion and .he ijerniikahon ol ipec.Iia nwas relai.ns .0 iha 
matiefb fused bv the anonymous letter and rappWmental maieriali. 

After compininc ini:r% icws with all of the lontgoins indi%-iduals. supplemeniU inters ie^v■5 
were conducted w.ih Andrew S. Fino* and Richard B. Came; orEruon and Dav.d B. Duncan and 
Debra A. Cash of AA .o conlirnt certain .tifotmanon teamed in the overall inierMe.. prc».css 

Aj tve initiallv diicusied. vtt liraiied our iiiieixiewa (with the exception of the AA partners 
nKntioned rfxrv.) to' individuala ttill emploved with Ennsn. Therefore, we did 
individuals no longer with Enmn meniiooed in the anonymous lerttr or supplemental maienals .u 
may third party related to LJ.M. 

3. IdcatffkaiioB of Cooceme 

Our preliminary mvesttgauon revealed four primary areas of concern expressed by Ms^ 
Wadtins’ ^.oaymous lene, snd suppiem^na! m«eriaR <»“ 

interview nrocess focused on those areas of eoncem end whether the tens latsed by Ms. WaiJom 
anonymous letter andsupptemenul materials presented any new infoimaiton^o 
may warrant further independent invest.cai,on- Those sreas of pnmaiy concern are as tollows. 

A the apparent conflict of intetesis by Mr. FisicWs ownerjhip in UM: 

b. the accounting treatment accorded dte Condor and Raptor smteiures in Enron’s 

ftnincihl sutopcoot 

c. the adoRUicy of public disclosures ol the Condor and Raptor nansacdcns; and 

d the potential impact on Enrons ftnaocial statements as s tault of the 

Condor/Whiicwing and Raptor vehicles because of the decline in value of dte 
metehant invesmieno placed in those vehicles as well as the decline m die market 
price of Enron ccminoo stock- 

Our findings snd conclusions with respect to each of these areas of concern are set forth 
sepaiBicly below. 

4. Coofliet of iBUrcii 

Mr. F...OW acnmlly orgutizedtwo separate invesrmentp-tnersWpa^^^ 

I » t-i IMT-I wwlaunehedin luiw. I W. The UM concept appesjs to have been fully dtscussco 


, 

Confidential Treatment Requested By Wilmer, Cutler & Pickering 


E 68564 



126 


XT 22'01 TSaS O! UE LLP «U 2* XZVtS T13 758 2346 TC 97;36a«ie36 


Mr. Jamej V. )r 

Octobei IT- 2001 

□nunizuionofUM I v.is to csitbhsh a notv-Lwon cni • iie rccoi;n|zeJ tha* 

uins»:iior>iohc(lee't3ii'vo<m“'‘''*^!''*^- “ " mcrthani pon*''"- UMrtiKdSlP 

million in oui^ide jTKi«.poni 4 nnfD>ronsc,u.n iniM 

inOciobnr. lOPO.' ■'V“ ’ V J«>d O k p«po«l for tnnu^ 

Dirtctorj. Enron « nctivmn with U Direcioro. >i ii» mwiin* on Ociober _ 

UM2 wuxfiS£UM«<i urd approved. "Tfannw to seroe u jenenl f«nnci of LJM- end 
waived Enron! code of ethic! lo pennit Mr. ,jM2. Thole included: (■) no 

esubliahed guidelines for Enron ! ,ii) Ute Chiel Accouroing and Risk Oih«r» 

Obligation 10 do iracsactiont between EruOT ,i h UVI: tiiO '*«'* ** “ 

Company. . I 

The UM2 partnership iauedS349nulton>nedmty^ J^s"Sid high net worth 

se;:^ebansae.ion!.nthEnron. 

Punuant to the Boartf! I'lTpr^tShon of a special l^U 

transaction of business with LJM. Those Eoron/UM2 transaction genetaJlr 

‘Approval SheetC-DASHldi-wrjuld^P^to*;^^ ^pp„vj wasdso 

deseiiting the nature of the wchnieal and cotnineteial support 1*®^'°^ 

rcuired bj a variety of senior "^;;^^oc.«ehecltlis! testing for compltanee with Board 

dash was supplemented ‘>1'.“ H^,*'^^^ouesttons iddietsin* the following: 
directives for transactioo! wt«h UM*. inciooing s 


1 The initial UMpannershipwB 

be refenrt to joinUy a. 'UM' urdess there » 
iave&cnent paimcnhips. 


,e„edio.»-UMl-l.JMl».<iUM2will 

rtmon to distinguish between the two 
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P.06 


Mr Jain«i ^ Derrick, Jr. 

CX'iobcr li. 2001 
Pi^e i 

• dtric-.nination ihai the inm-sictior. wusc«;nducicd ai amis l<ninh. 

• di^Iosurc obligations, and 

• revirw ol'the mnsKiiott by Enron's OtViK ot the Chairman. C hiet .Accounnni; 

Oftic«r and Chief Risk Officer. 

As (*n of ttec procodurei. it »Uo iJui stvttil iddition*! conirols w ere sdheted 

to. Thesd included UM senior minAfiement ptolessoneli never negotiaiing on belult or Enron. 
Enron professionili fiegolierin* uith UM tefionin» to senior Enron prafessionels other dan Mr^ 
Festow; Enron Globii Firance eotnmeici»l. le|»l end ectoumin* mooiiorin* of complrence with 
procedures ind controls for rejul" Urdeiei for Chief Accounrin* end Risk OlTicetu. end inicmel end 
ouaide counsel regulerly conjuhed njerding disclosure obligetions end rev iew of anv such 
disciosuret. 

Based on our re^ie* of the UM Deal Approval Sheets and accompanying checkUsu ii 
i^pears that die approval procedures ivett generally adhered to. Transactions w'ert uniforrolt 
approved by legal, technical and commercial professioaals as well as the Chief Accounting and Risk 
Officers. In most instances, there was no approval signaiuit for the Office of the Chairman except 

forsevcral significant transactions, h also appeared that the UMtraiuactions were reviewed b> 

Audit Comounee on an annual basts. At the February 7. 2000 meci^ of the Audh Comraioec. all 
UM transactions occurring prior to that dau were reviewed. A review ot all the DM uansartions 
duhng the following year was made ai the February 12. 2001 meetings of both the Audit an 
FinarKe Coouninees. 

Based on our interviews with various Enron representatives, and notwithstanding ibe 
foregoing guidelines and procedures that were adopted, concerns were expressed about ^ 
awkwardness in LTM’s operating within Enron and two potential conflicts of iruerest. The 
awkwardness arose from the fact that UM*i professionals - primarily i^^duais reporting t^r 
Fastow and Michael Koppers - wett also Enron employees who oflFiced in Enron space and worked 
among Enron employees. Transactions were negotiated between Enron employees acting from 
Enron and other Enron employees acting for UM. Within Enroo. there appeared to be w atr ol 
secrecy regarding the UM partnerships and suspicion that those Enron employees acong for LJM 
were receiving special or additional compensation. Although theie was a Services A^eemetit 
between Eoroa and UM pursuant to which UM compensated Enron for the services of Enron 
personnel and use of Enron’s faciliues. dus fact did not quell the awkwardness of the Enron 
emplovecs •'wearing two bais.^ Mwhofihisawkwaidness should be eliminated on agomg-fo^d 
basis, however bv reason ofMr.Fastow’s sale ofbis ownership inieresi in LJM effective July 31. 

2001 to Mr. Koppirs (who resijfned from Enron prior to the transaciion) and the complete sepaiat.on 
of UM's employees and facilities ffom Enron. 
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.Vlr. J*jrn« V'. I>rrhck. Jr. 

Ociober 15. -OOi 
P«ge 6 

Tht: llrst irsii tit'poifniial coullict t»f inUi^iJusli she risk iha.i 

umiue pressure may be placed on Enron proiesskmaJi v^hit Wi.*fe nci^ixiaim^ « »ih L JM becjitc ihosc 
indi' iduils ui>uld uJiirruuely have their pertormoiwo evaluated 'br ciMTip<n%ation purp^>4v'> hv Mr, 
Fastow iohii capacity as ChielTiruneialOrticef- InpanicuUfJellrcv McNUhoo Mated that v^hilc 
he wis Tfeasuiwct' Enron he diacussed this confltei directly with Mr. Fastt’t"' and JeJlrt} Skilling, 
and that the contlict v*ai notrwoKedprior tohtsoccrpur.ee of a new position within Fnroo. Mr 
McMahon uaied. however, ihtt he was aware of no tiarvuciioft where Fnrv'n suiVered economic 
harm as a result of this potcrtoal conflict 

The second potential conflict oi'intemi idenrifiedhy wvefal individual w w that investors 
in UM cnay have perceived that then iavesimmt wts required to esiahlishormaimainoihcr bosines* 
relationships with F^ron. Aithov^h no investors in UM were utien tew ed both Mr. F^iovv and Mr. 
McMahon seated unequivocally that they loW poienttaJ investors that there was no iie*in between 
L JM investment and Enron busioess. Moreover. Mr. Fastow stated that .Memlt L> nch was: paid a 
Ice for markeiing IJM2 partnership imenrsis and 'hot a number o> investors, swh as private and 
public pension tunes and high nei wonh iadividviais. had no business relationship with r.nroa. 

In suraman. none of dte indi^'iduais interviewed could identify any iransaction between 
Enron and U M ihiu was not reasonable ftom Enron's startdpoint ot that was c wtrtiy lo Enron s bc^ 
mieresta. Conversely, the individuab imerviewed were vinually unifonn in Rating that UM 
provided a convertiem alierrutive equity partner with floxibiUiy that permitted Eitron to close 
tmsac lions that otherwise couid not hav* been accomplished. Mofcover.both the awkwardness and 
potential for conflict of interest should be eliminated on a going-foeward basis as a result of Mr. 
f astow's diveswent of his owmership interest in the UM partnership. 

5. .Aceoaotiac litucs 

As at the ouucc the decision was made earty in our preliminary investigation not to 
engage an independent accounting firm » second guess the accoimting advice and audit tieair^t 
provided by AA. Based on interviews with representatives of AA and Mi. Causey, all matenai fact* 
of the Coodot/^iirwing and Rapw vehicles, as wel I as other tmnitctiooj invoivi ng UM. Wwed 
w have been disclosed to and reviewed by AA. In inis regard AA reviewed the LJM soUcitaxion 
materials and partnership agxeemem to assure that cenain safeguards were provided that would 
permit LJM to be • source of third pan> equity in mnsaeiions conducted with Enron. .AA likewise 
reviewed specific uansactions between Ennxi and UM lo assure that UM had sufficveni equity in 
the transaction to justify the accounting and audit principles being applied. 

nie telarionship between Enron and AA was an opes one and. according to Mr. Causey. 
Enron coniulu AA early and often on accounting and audit issues as they arise. AA concurs w iih 
Ibis sutemwii. but points out th« in certain of its accounting and audit inatmcnt. n most rely on 
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Mr Junes 1 ■ Oerrit:!. Jr, 

Ociober I5.:001 

P*-#* ^ - • . . t 

Knroo-s jw^mcm onhc business purpose mr spuci!j^run.3i:iK>ns unj Knr. n 
pl^cj in the Contlor'Whiiewm, anti Rapiur strusttircv 

.rlnossledse ihil ihn ecsouniins irs-aimcnt on the 
Ettren ^rd AA teptesentauves both ack^»le 

Coialoi.'NVh.te«in| and A-' s»ns-ulted ss.th tts 

belteve that it « inappropnate Irom a teetat ‘ ^ .Khnical aecountins iteatment on the 

senior technieaJ expena in tB on the Enron accoon. consulted 

Condor/Whitewtng and Raptor irantacliona. and theAApw 
„:;AA3«n.orpra:dcet^»«i»Ho~-^;X^^^^ 

of Enron s financial aattmenta. 

folL>-ng out initial ^ 

desirable and apFOpnat. to allegations contained in those m^enals. 

material. «> that AA could contoten. affee. their accounttn, «sd audit 

•eu sji» ClrilHmi or *Jtyon« elst thit l-JM 

Mr. Faatou. adunanU* denies “’' ‘^^^^'li^meogwjed that such an agreement would 
would«ve,losen,o«r “““^“’‘'^^.^dvrS^noatton ofUM. Mr- Causes- 

Beth Mr. faato* «ul Mr. Causey KhnowW^e “t^a^h 

of the Raptor >"“nre^tt^ >^‘^ 

fo. a total of $1,000,000.00 f« tM ‘"^tntitiea. but theae fees fall »k«’ <>‘ 
as well IS other organizanonal costa of iheR^ Ms. Causey were <^ulck to 

:^::Lprn; um. i.veso«e.H - 

poim out. however, that in each Raptor vehicle tM distributions were made 

rhtch«assettkdfivotmblyloLJf^ot^nw>^^*^^^^^, ^ ^ r^oi vehicles. AA a 
,0 L JM in amounts etiuil to ^ ^ ^ of the applicable specif puipoie en t^ 

lecuuiusun letter and 


accountiog ™*ss, u** ■ . 

When RueationBl about her 

supplemental materials. Ms. Wathiw bearil^ngihe two months she w» 
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Mr. '**■ Hijmck. k. 

October l5. 

so— 

.^A V.HI s«k »me kinJ ot usar»*« *’«<' ^ton “61 pcrtup 
no such uc cuh 1« p.> meo* «-74Tinl 

6 . 

™i.ri.b i* •<to,u.cy o™"’r^"u WoSr.nh a* disctoswo in ihc 

vehicle !»1>ich. 0,1 Urge ^ R»piot 5ir«aa« »«i other 

foeneie lo d« poino out the iW tereeiiee 

nlttioMhipi “td trtnecuoe «th 1-JM. ntr.h.te lootnotc 

. ..n. 

•. .het AM fin i!»»vs trxue if* hiwl»tjr» 

■n* coKcm wflh Kleqeey »t gi^iaiion ind »n»ly«» “»* 

diiclosure eonutn*! in f o" urLsahdihg the 

u-rihin 'I'hich to respond uiih commntw 

7,. po««ili*l Bod Cos«*«i» 

Cone.™ we fwtuettU) ept^ 

(Upon could b« poroiyed voy pooriy tf tu^«d » • (i) the use of Enioo «o<* » 

F«ao» potmed to iti luppon of *^^^VVhiew3Bg »~l <»> 

^d. Biuio occee-y «» do Segued 

enuBgj through <)eri vwvt mmenooi ^ merohe# inveiioeM v.loe md fcnroo 

-third t^ry" involved m thoK oinacnoe. (m) ^ ohiiguion* to Enron, the 

stock ta« Wlet- <** ““"f* “• riv) U* ipp««t‘ 

teihttgtb. quetton-Who -et^Snubjea eft..«e«ion.t«th 

— .. . “ • 

bistorictl biith point). 


Coocliisioai 


) ench of the foul ttta of 


Based on the Eodingi end ”7'““ ittveugatioit do not. 

ditcussed ibo«. the faca inclowd cotroset md nudttoe 


prinwy epetro cel i„vesng»oo hy 

at oe judgment, wetnw » funhet wi3oi»eau 


— 1 — 
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Ml. James-V. {>crTici.. Jr 
October li,20Ul 
Page^ 

Out pfciiminirv rn'esiijittaft- howc'cr. *cavv% u> "itb ctiRccm ihai. Kvausw o? ihc bati 
cosmetic* mveiving the LJM antf fUpior tniDsicupns. coupled "iih ihe poor pcrromuncc 
of th« merchmt inxesimrai »sstxs placed in those xehklei and the decline m the ^3lue ol Hawn 
stock. ihcK is a senoia risk of adverse publicitv and Jit»|pu»on. Ii also apj>e*tt that because oi ihc 
intjuiries and issues raised bv Ms. Vaain*. AA wnH waw addi&OMi smuwcs that Hnr^ had w' 
aareemeni u-ith UM that UM u^ould not loaemoney on transactions with Fnron and that Knron paid 
n> feet to UM « excess of ihoK previously ehsclosed to AA. finalK, bcUexc that *cmc 
mponse should be provided to Mi. Wadtim to assure her that her conceroi were thocoimhh' 
Md aJthoi^ found aoc to nise new or vndisciesed tnformarion. were cn 
serious eonsidoarion. 

We haue pieviously reponed verbally Mr. Lay and you legardinv our lav^tiptlm and 
coochisions and. at your request have reponed the same bformadon lo R^it K. Jaedick*. in hi* 
xapaciiy of Chairmin «f the Audit Comminee of Ewon s Boaid of Diruciois. -At Dr. Jaedick*'* 
request we five a verbal summary of our review and conclusions to the lull .Audit Committee. 
Should you desire to discuss any aspect of this uriuen icport or any other druil* feuarding our 
review of this mawer please do not )«sittie to eofitaci us youf convenience. 

Very truly yours. 

VINSON * Eucim L.UR6 


Max Hcnftrick. tii 


H- 


HaMB 


~~T 
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Etiison. Andrew 

Ffofn; Enron AaiounctfTtftntsCcfp/Eniop.CENf^ON cn tehaW of Jirr. Der :* ®£npON.' 

etit Thgrscay. Ortr>«r2J. 2W1 i:;J5 PM 

lo: Aif Enron Wcn«SincaCENBON 

Subject: fmoonaa Anne jr^eman; Recarang Oceumerr rrese-vation 


As you knott'. EDroa. iis diitctors. and ceniin cur.tn: and fomt; orficers are cefer.canr? ;r. it::ea;:or: ir* Federal 
and State coon involving tf»c UM pannerships. 

Enron hai £~p]c)td covnse] sr.d they w:li represent Emor. and :u interosts jr. the lingation. 

Under the Private Securities Ungaticn Peferm Act. ws ere. required lo preserve doccmer.Ls that r. ght be jsrd -n 
the hugauon. 

Accordingly, our nermaJ document destrocticn poticjcs arc suspended irrjr.cdiaiely and shall re mam suspended 
until further notice. 

Please retain all documenta (\i'hich include Kandu-riuen notes, recordings, t»matls. and any other method of 
infonnaijon recording) ihar in any way relate to the Company's related party uensaetjons with UM 1 and UM 
2, including, but not limited to, the formation of the^c pannerekips, any transactions or discussiens with the 
pannerships or its agents, and Enron's accounting for these transactions. 

You should know that this document preservation rcquitcrtient is a lequirement of Fedwal law and you could be 
idivjdually liable for civil and cnminal per^hies if ycufail to follow these instructions. 

^'cu should know that Enron will cefend these lawsuits vigorously. In the meantime, you should not discuss 
laiters related to The lawsuits with anyone other than the apprepriaie persons at En.-or. and its counsel. 

If you have any questions, please contact Jim Demick a; 715-553-5550. 
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SERVIC ES AGREEMENT 

Tills Services Agreement (this '‘Agreemenn is made aiic entered into as of the ■i'* day of April, 2000. 
between Enron Corp.. an Oregon corporation (“Enron"), and UM2 Capital Management. L P . a Cayman 
Island company (“L.rM2")- Enron and UM2 may hereinaiier be referred to tndiviauali> as a Pony ’ or 
collectively as the “Parties'’ 



R£C1T.\LS: 


whereas. Enron and LJM2 desire by their execution of this Agreement to evidence their unocrstar.ding 
concemma the provision of certain services by Enron to LJM2; 

NOV*. . THER£FOR£. for and m consideration of the mutual promises and conditions coniamed 
herein, and other good and valuable consideration, the receipt and sufficiency of which are hcreb> 
acknowledged, the Panies hereto hereby agree as follows: 


1 Services . Enron agrees to provide and LJM2 agrees to purchase, subject to the terms and 

conditions set fonh herein, services for account set*up and closure, payments, collections, and inv esurient 
execution, and any other cash management service mutually agreed by the Parties (collectively, the 
"Services”). 

: Term. This Agreement shall become effective and Enron shall make the Services 

available to LTM2 pursuant to the terms of this Agreement for the period commencing on March 2 1 .2000, 
and shall terminate upon 30 days w-rmen notice by either parry; provided, however, that LJM2 shall remain 
responsible for all out-of-pocket costs and expenses incurred by Enron pursuant to agreements entered into 
by Enron for the benefit of LJM2 that could not be terminated prior to the date of terminaiion of this 
Agreement. 

3. Payment . L/M2. as compensation for the performance of Uie Services, agrees to the fee 
schedule as outlined m Anachment A. Invoices shall be submitted quarterly and are due 30 days from 
invoice date. 

4 Information from LJM2 Any information necessary for Enron or any 

third party to perform any Services shall be submitted by LJM2 in a manner mutually agreed upon by the 
Panies. Should L/M2's failure to supply such information render Enron’s or any third party’s performance 
of any Services unreasonably difficuU, Enrenor any third party, upon reasonable notice to LJM2, may 
refuse to perform such Services until such information is supplied, 

5 , Sole Beneficiaries. LJM2 acknowledges that the Services shall be provided only with 
respect to the business of LJM2 and its subsidiaries or affiliates. LJM2 will not request performance of any 
Services for the benefit of any entity other than LJM2 and its subsidiaries or affiliates. LJM2 represents 
and aarees that It will use the Services only in accordance with all applicable federal, state and local laws 
and regulations and communications and common earner tariffs, and in accordance with the reasonable 
conditions, rules, regulations and specifications which may be sci forth m any manuals, maienals, 
documents, or instructions in existence on the effective date of this Agreement and furnished by Enron to 
LJM2, Enron reserves the right to take all actions, including icrminaiion of any particular Services, that 
Enron reasonably believes to be necessary to assure compliance with applicable laws, regulaiions and 
tariffs. 

6. Scope of Undertaking. Enron’s duties and responsibilities in connection with this 
Agreement shall be purely ministerial and shall be limited to those expressly set forth in this Agreement, 
Enron is not a principal, participant or beneficiary In any transaction underlying this agreement and shall 
have no duty to inquire beyond the terms and provisions hereof. Enron may rely on, and shall not be liable 
for acting or refraining from acting in accordance with any written notice, instruction or request furnished 
to it hereunder or pursuant hereto and believed by it to have been signed or presented by the proper party, 

It is hereby expressly agreed and stipulated by the parties that Enron shall not be required to exercise any 
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discreiion hereunder and shall have no mvestment of manasemeni rtspoRSibiiitv and. acccrdingi) . shall 
have no duty to, or liability for its failure to. provide mvesnncrjt recommendations or in’.e;‘'<.-rt advice to 
LJM2. It a the intennon of the parties hereto that Enron shall never oe required to ose. advance or ru* -.is 
own funds or otherwise incur financ-a! liability m the performance of any of its duties or the exercise of 
anv of its rights an powers hereunder. 

7. LIMITED WARRAiVn': LIMITATION OF L1.4B!L1TV . ,\LL 
PRODLCTS OBTAINED FOR LJM2 ARE AS IS, WHERE IS, WITH ALL 
FAULTS. OTHER THAN FAULTS DUE TO THE GROSS NEGLIGENCE OR 
WILLFUL MISCONDUCT OF ENRON. NEITHER ENRON. ANY ENRON 
AFFILI.ATE nor A.NT THIRD PARTY PERFORMING A.W SERVICES 
HEREITSDER .MAKE .ANY WARRANTIES OR REPRESENTATIONS 
WHATSOEVER, EXPRESS OR IMPLIED, INCLUDING THE WARRANTV OF 
.MERCHA,NTABILITY OR FITNESS FOR A PART1CUL.AR PURPOSE W ITH 
RESPECT TO THE SERVICES RENDERED OR PRODUCTS OBTAINED FOR 
LJM2. NOTWITHSTANDING THE FOREGOING, TO THE EXTENT A 
warranty PROVIDED BY A THIRD PARTY MANUFACTURER OR 
PROVIDER OF GOODS OR SERVICES TO ENRON CAN BE PASSED ON TO 
LJM2, NOTHING HEREIN IS INTENDED TO LIMIT ANT) LJM2 SH.4LL RAVE 
THE RIGHT TO THE BENEFITS (SUBJECT TO THE TERMS .ANT) 
CONDITIONS THEREOF) OF ALL SUCH THIRD PARTY WARRA.NTIES. 

IN NO EVENT SHALL EITHER ENRON OR LJM2 BE LI.ABLE TO THE 
OTHER PARTY OR ANY OTHER PERSON FOR A.NY INDIRECT, SPECI.AL 
OR CONSEQUENTIAL DAMAGES RESULTING FROM .A.NY ERROR IN THE 
PERFORMANCE OF SERVICES OR FROM THE BREACH OF THIS 
AGREEMENT, REGARDLESS OF SUCH PARTY’S OR A.VY THIRD PART) ’S 
fault, to THE EXTENT ANY THIRD P.ARTY HAS LINHTED ITS 
LIABILITY TO EITHER ENRON OR LJM2 FOR SERVTCES LENDER .AN 
OUTSOURCING OR OTHER AGREEMENT. THE OTHER PARTY AGREES 
TO BE BOUND BY SUCH LIMITATION OF LIABILITY FOR ANV PRODUCT 
OR SERVICE PROVIDED TO ENRON OR LJM2 BY SUCH THIRD PARTY 
UNDER SUCH AGREEMENT. 

8. Force Maieure. Enron shall have no obligation to perform the Services if its failure to do so is 
caused by or results from any act of God. govenunental action, natural disaster, strike, failure of essentia! 
equipntem or any other cause or circumstance beyond the control ofErron. Enron agrees that upon 
restoring service following any failure of any equipmcni necessary for Enron lo provide any Services, 

Enron will allow urM2 to have equal pnority, tn accordance with pnor practice, with respect lo access to 
the restored service. At its election. Enron may cause one or more of its subsidiaries, afTiliaies or third 
party contractors to provide the Services; however, such action shall net rciease Enron from its obligations 
under this Agreement. 

9. Severability In the event any ponion of this Agreement shall be found by a court of 

competent Jurisdiction to be unenforceable. t.hat ponion of the Agreemenl will be null and void and the 
remainder of the Agreement will be binding on the Panics as if the unenforceable provisions had never 
been contained herein. 

10. Assignment- This Agreemenl shall nol be assignable by eilher of he Panics hereto 
without prior written consent of the other. 

11. Entire Agreement. Amendment. This Agreement constitutes the entire agreement of the 
Panics relating to the performance of the Services and all prior or coniemporancDus wrinen or oral 
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agreemcnu art merged herein. This Agreemenmay not be amended or otherwise modified except by a 
writing signed by both Parties. 

12. Choica of Law This Agreement shall be governed by die laws of the Stare of Texas, 
without regard to any conflicc-of-Uw mJe or principle that might refer the constnictton or micrpreiation cf 
this Agreement to the taws of another state 

U. Nonce. Any nonce, request, insirJCtion. correspondence or ether doc-jmer.t :c be given 
hereunder by cither Party to the other (herem collectively called “Nonce") stiaii be :n wniing and deuverec 
personally or mailed, postage prepaid, cht by facsimile or telegram, as follows 


If to. Enron. Enron Corp. 

Atm; Mary Pwkms 
UOO Smith Street 
Houston. TX 770Q3 

[f to liM2: LiM2 Capital Management, L.P. 

333 Clay Si. - Suite 1203 
Houston. TX 77002 


Notice given by personal delivery or mail shall be cITcctive upon actual teceipt by the Parry to whom 
addressed. Notice given by facsimile or telegram shall be effective upon actual receipi if received during 
the recipient's normal business hours, or at ihe beginning of the recipients nei^i: business day after receipt if 
rot received during the recipient's normal business hours. Any Parry may change any address to which 
Notice is to be given to it by giving Notice as provided above of such change of address. 

U. Counterparts This Agreement may be executed in one or more counterparts, each of 
which shall be deemed an onginai. but all of which together shall constitute one and the same instrument 
fN' WITNESS WHER£OF. the Parties hereto have caused this Services Agreement to be signed 
on their behalf by their duly authorized officers or individuals- 



Name; 

Title: 



Name: fhUf 

fts&4 , T >■ 
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Attacbment A 


Schedule of Fees; 


Account Opening 


New York Accounts 

S50 

Other locations 

Subject to Mutual Agrecmeni 



Account Closure 


New York Accounts 

S25 1 

Other locations 

Subject to Mutual Agreement i 



Direct Bank Charges 

Including but not limited to Transaction Fees. 
Account Maintenance, Reconcilement Services. 
Auto Sweep Investments. Overdraft fees, and 
other administrative services. 

Reimbursement of fees from third party 
service provider 



Wire Transfers-Manual Execution 


Regular 

S 5.00 

Priority 

S15.00 




Investment E.xecution & Administration 

S2.000 per month 




Fees are subject to change with 60 days prior wrmen notice. 


LJM058552 


Confidential Treatment 
Requested 




177 


SERvir ?:-. agreement 

This Services Agiecmcni ■'Agrecmcni”) is made and entered :mo as of ihe day of April. 2000. 
berucen Enron Corp.. an Oregon corporation f'Enron”). and LJM Slanagement. L P . a Cayman Island 
company Enron and LJM may hereinafter be referred to indi'-idMally as a 'Pam" or collectiscly 

as the "Panies". 


RECITALS: 


’v'.'HERE.AS. Enron and LJM desire by their execution of this .Agreement to evidence their understanding 
concemins the provision of certain services by Enron to LJM; 

NOW, THEREFORE, for and in consideration of the mutual promises and conditions contained 
herein, and other good and valuable consideration, the receipt and sufficiency of '•^hich arc hereby 
acknowledged, the Panics hereto hereby agree as follows: 


1 . Services . Enron agrees to provide and LXM agrees to purchase, subject to the terms and 
conditions set forth herein, services for account set-up and closure, payments, colicciions. and investment 
execution, and any other cash management service mutually agreed by the Panies (collectively, die 
"Services'*). 

2. Term, This Agreement shall become effective and Eruon shall make the Services 
available to LJM pursuant to the terms of this Agreement for the period commencing on June 28, 1999, and 
shall terminate upon 30 days written notice by cither parry; provided, however, that LJM shall remain 
responsible for all out-of-pocket costs and expenses incurred by Enron pursuant to agreements entered into 
by Enron for the benefit of LJM that could not be terminated prior to the date of termination of this 
•Agreement, 

3, Payment . LJM, as compensation for the performance of the Scn ices. agrees to the fee 
schedule as outlined in Anachment A. Invoices shall be submined quarterly and arc due 30 days from 
invoice date. 

4, Information from LJM . Any information necessary for Enron or any 

third party to perform any Services shall be submitted by LJM in a manner mutually agreed upon by the 
Panies Should LJM’s failure to supply such information render Enron's or any third parry's performance 
of any Services unreasonably difTicult, Enron or any third party, upon reasonable notice to LJM. may 
refuse to perform such Services until such information is supplied. 

3, Sole Beneficiaries. LJM acknowledges that the Sen iccs shall be provided only with 
respect to the business of LJM and its subsidiaries or affiliates. LJM will not request performance of any 
Services for the benefit of any entity other than UM and its subsidiaries or affiliates. LJM represents and 
agrees that it will use the Services only in accordance with all applicable federal, state and local laws and 
regulations and communications and common carrier tariffs, and in accordance with the reasonable 
conditions, rules, regulations and specifications which may be set forth in any manuals, materials, 
documents, or instructions in existence on the effective date of this Agreement and furnished by Enron to 
LJM. Fiuon reserves the right to lake all actions, including termination of any particular Services, that 
Eruon reasonably believes to be necessary to assure compliance with applicable laws, regulations and 
tariffs. 

6. Scope of Undenak ing. Enron's duties and responsibilities in connection with this 
Agreement shall be purely ministerial and shall be limited to those expressly set forth in this Agreement. 
Eruon is not a principal, participant or beneficiary in any transaction underlying this agreement and shall 
have no duty to inquire beyond the terms and provisions hereof. Enron may rely on, and shall not be liable 
for acting or refraining from acting in accordance with any written notice, instruction or request furnished 
to it hereunder or pursuant hereto and believed by it to have been signed or presented by the proper party. 

It is hereby expressly agreed and stipulated by the panies that Eruon shall not be required to exercise any 
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discretion hereunder and shall have no investment or management responsibilllv and. accordinels, shall 
have no duty to. or liability for its failure to. provide investment recotr.mendauons oi investment sdv ice to 
LJM. It IS the iniention of the parties hereto that Enron shall never be reouired to use. advance cr risk its 
own funds or otherw ise incur financial liability in the performance of any of its duties or me exercise of 
anv of ns rights an powers hereunder. 

7. ' LIMITED W.ARRANTY; LIMITATION OF Ll.ABILlTV . .ALL 

PRODUCTS OBT.AINED FOR LJM ARE AS IS, W HERE IS. W ITH ALL 
faults, other TH.AN FAULTS DUE TO THE GROSS NEGLIGENCE OR 
WILLFUL .MISCONDUCT OF ENRON. NEITHER ENRON, ANA ENRON 
AFFILIATE NOR ANY THIRD PARTY PERf OR.MLNG ANY SER\ ICES 
HEREUNDER M.AKE ANY W.ARR.\.NTIES OR REPRESENTATIONS 
WHATSOEVER, EXPRESS OR IMPLIED, INCLUDING THE W ARR.A.NT^ OF 
merchantability or fitness for a PARTICULAR PURPOSE W ITH 
RESPECT TO THE SERVICES RENDERED OR PRODUCTS OBTAINED FOR 
LJIVI. notwithstanding THE FOREGOING, TO THE EXTENT A 
VV.ARRA.NTY provided by A THIRD PARTY NLAN'UFACTURER OR 
PROVIDER OF GOODS OR SERVICES TO ENRON CAN BE PASSED ON TO 
LJM, NOTHING HEREIN IS INTENDED TO LI.MIT A.ND LJM SRALL H.AVE 
THE RIGHT TO THE BENEFITS (SUBJECT TO THE TERMS AND 
CONDITIONS THEREOF) OF ALL SUCH THIRD PARTY W ARR.ANTIES. 

IN NO EVENT SHALL EITHER ENRON OR LJM BE LI ABLE TO THE 
OTHER PARTY OR ANY OTHER PERSON FOR .ANY INDIRECT. SPECIAL 
OR CONSEQUENTIAL DAMAGES RESULTING FROM AN"Y ERROR IN THE 
performance of SERVICES OR FROM THE BREACH OF THIS 
AGREE.MENT, REGARDLESS OF SUCH PARTY’S OR ANY THIRD PARTY’S 
FAULT. TO THE EXTENT ANY THIRD PARTY ILAS LIMITED ITS 
LI.ABILITY TO EITHER ENRON OR UM FOR SERVICES UNDER AN 
OUTSOURCING OR OTHER AGREEMENT, THE OTHER PARTY AGREES 
TO BE BOUND BY SUCH LI.MITATION OF LIABILITY FOR ANY PRODUCT 
OR SERVICE PROVIDED TO ENRON OR LJM BY SUCH THIRD PARTY 
UNDER SUCH AGREEMENT. 

8. Force Maieure. Enron shall have no obligation to perform the Services if its failure to do so is 
caused by or results from any act of God, governmental action, natural disaster, strike, failure of essential 
equipment or any other cause or circumstance beyond the control of Enron. Enron agrees that upon 
restoring service follow ing any failure of any equipment necessary for Enron to provide any Services, 
Enron will allow LJM to have equal prionty, m accordance with prior practice, with respect to access to the 
restored service. At its election, Enron may cause one or more of its subsidiaries, affiliates or third party 
contractor to provide the Services, however, such action shall not release Enron from its obligations under 
this Agreement. 

9. Severability . In the event any ponion of this Agreement shall be found by a coun of 
competent jurisdiction to be unenforceable, that ponion of the Agreement will be null and void and the 
remainder of the Agreement wii! be binding on the Panics as if the unenforceable provisions had never 
been contained herein. 

10. Assignment. This Agreement shall not be assignable by cither of the Panics hereto 
without prior wrinen consent of the other. 

11. Entire Agreemcnti Amendment. This Agreement constitutes the entire agreement of the 
Panics relating to the performance of the Services and all prior or contemporaneous wrinen or oral 
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agreements an: merged herein. This Agreement may not be amended or cLhcr* ise modified except by a 
writing signed by both Parties. 

12. Choice of Law. This Agreement shall fcw governed by the laws of the Stale of Texas, 
without regard to any conflict-of-law fxile or principie that might refer the consrraction or interpretation of 
this Aarcement to the iaws of another state 

13. Noiicc- Any noucc. request, instnicnon. correspondence or other document to be given 
hereunder by either Pa.Tv to the other (herein colletiivcly called "Nonce'') shall be m wnting and delivered 
personallv or mailed, postage prepaid, or by facsimile or telegram, as follows 


ff to Enron: Enron Cerp. 

Atm; Mary Perkins 
l-iOO Smith Street 
Houston. TX 77002 

If to LJM: LJM Nfanaacment. L.P. 

333 Clay St, - Suite 1203 
Housion.TX 77002 


Notice given by personal delivery or mail 'hall be effective upon actual receipt by the Pany to whom 
addressed. Notice given by facsimile or telegram shall be effective upon actual receipt if receiv ed during 
the recipient's normal business hours, or at the beginning of the recipients next business day after receipt if 
not received during the recipient’s normal business hours. Any Parry .Tiay chanee any address to which 
Notice is to be given to it by giving Notice as provided above of such change of address. 

14. Counietpans. This Agreement may be executed in one or more counierpans. each of 
which shall be deemed an original, but all of which together shall constitute one and the same instrument- 

IN ’ATTS'ESS V'TIEREOF. the Parties hereto have caused this Services Agreement to be signed 
on their behalf by their duly authorized officers or individuals. 


LJM Manaemenr, L.P. 

Name; 

Title: 


Enron Corp. . 

By: c f' 

Name: 

Title: IW • Tre-aiu r< / 
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Attachmeni A 


$chcduic of Fees: 


AccQuni Opening j 

New- York Accounts 

$50 

Other locations 

Subject to Mutual Agjccment 



Account Closure 


New York Accounts 

$25 

Other locations 

Subject to Mutual Agreement 



Direct Bank Charges 

including but not limited to Transaction Fees, 
Account Maintenance, Rcconcilemem Services. 
Auto Sweep Investments. Overdraft fees, and 
other administrative services. 

Retmbursemen! of fees from third parf> 
service provider 



Wire Transfcrs'Manua! Execution 


Regular 

S 5.00 

Priority 

$15.00 



Investment Execution & Administration 

S2.000 per month 

1 1 


Fees are subject to change with 60 days prior wrinen notice. 
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SERVICES AGREEMENT 

THIS SERVICES AGREEMENT (this "Agreement), dated as of July 17, 2000. but effective 
for ail purposes as of June 30. 1999, by and between (i)LJM Managemem, L.P.. a Delav.are limited 
partnership CLIMI Management"), and 1JM2 Capital Management, L.P.. a Delaware limited 
partnership {"UM2 Management"), and (ii) Enron Corp., an Oregon corporation ("Enron") 

WITNES.SF.TH : 

WHEREAS, LJM 1 Management provides cenain management services to UM Cayman, L.P. 
(“UMI") pursuant to that cenain Management Agreement dated June 30. 1999 by and among UMl 
Management, LJM Fanners, L.P. (as general partner of UM 1 ). and UMI; and 

WHEREAS, UM2 Management provides cenain management services to UM2 Co- 
Investment, L.P. ("UM2") as contemplated by the Third Amended and Restated .Agreement of 
Limited Pannership of UM2, dated as of Apnl 5. 2000 (as the same has been amended by that 
cenain Amendment effective as of June 30, 2(KX)); and 

WHEREAS, UMI Management and UM2 Management shall collectively be referred to 
herein as "UM Management" and UMI and UM2 shall collectively be referred to herein as the 
"Pannership": and 

WHEREAS, UM Management desires to utilize cenain employees and other support 
services from Enron or its subsidiaries as needed in order to provide various services to the 
Partnership and Enron agrees, subject to the terms and conditions hereof, to make available to UM 
Management such employees and other support services during the term of this Agreement. 

NOW, THEREFORE, the parties hereby agree as follows: 

1. Enron Employees, (a) During the term of this Agreement, Enron shall make or cause 
to be made available to UM Management employees of Enron or its subsidiaries as requested by 
UM Management and approved by Enron (employees so provided are referred to herein as ‘Enron 
Employees’) to provide administrative assistance toUM Management in rendering management 
services to the Partnership, provided that (i) Enron reserves the tight at all limes to refuse to make 
available any person (or to discontinue the availability of any person) for any reason and (ii) UM 
Management reserves the right at aii times to cease using the services of any such person for any 
reason. UM Management has requested, and Enron has approved, that the Enron Employees set 
forth on Annex A shall be made available to UM Management In accordance with the terms and 
conditions set forth in Annex A . Enron Employees (i) shall remain regular, full-time employees of 
Enron (or such subsidiary), (ii) shall be treated as regular, full-time employees of Enron (or such 
subsidiary) under all compensation and benefit plans and (iii) shall not be deemed to be employees 
of UM Management. Enron (or such subsidiary) shall be responsible for all withholding taxes 
associated with the employment of such persons. 
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(b) In order to facilitate the training and development of Enron's employees. UM 
Management will make rotations available to the Associates and Analysts of Enron (and its 
subsidiaries). Enron (and such subsidiaries) will be uncter no obligation to use any of such available 
rotations. If Enron (or a subsidiary) does use any of such rotations, the Enron Employees 
participating in the rotation program (i) shall remain regular, full-time employees of Enron tor such 
subsidiary), (ii) shall be treated as regular, full-time employees of Enron (or such subsidian ) under 
all compensation and benefit plans and (iii) shall not be deemed to be employees of LJM 
Management. Enron (or such subsidiary) shall be responsible for all withholding taxes and other 
employer taxes or contributions as required by applicable law associated with the employinent of 
such persons. 

2. Adminisiraiive Support. During the term of this Agreement. LTM Management 
personnel and Enron Employees providing services to UM Management may (subject to paragraph 
3 below) utilize facilities, services and vendor accounts of Enron and its subsidiaries (such as 
postage, courier services, photocopying, facsimile, telephone, limousine services and the like) to 
provide administrative support to UM Management ( ‘Support Services"). 

3. Compensation, (a) UM Management shall compensate Enron for the use of Enron 
Employees based on the cost to Enron and its subsidiaries for such Enron Employee and the amount 
of time that such Enron Employee spends providing services to UM Management. For each Enron 
Employee made available to UM Management, Enron and UM Management shall agree, with 
reasonable promptness after such Enron Employee is first made available to UM Management, upon 
a "per diem" rate or other reasonable cost allocation based upon the annual cost to Enron and its 
subsidiaries for such Enron Employee, including Base Compensation and Benefits, but excluding 
office space, administrative support and other allocated “overhead" costs (the ‘Employee Cost"). The 
Employee Cost for each Enron Employee shall be adjusted annually (or more frequently as Enron 
deems necessary) to reflect any changes in the Employee Cost for such Enron Employee. UM 
Management and Enron have agreed that (i) Annex A hereto sets forth the types of compensation 
to be paid by UM Management for the Enron Employees identified in Annex A and (ii) with respect 
to the Enron Employees participating in the rotation program described in paragraph ICb) hereof, 
Enron (or such subsidiary) shall pay all compensation (including, but not limited to. base salary, cash 
bonus, long-term incentive compensation and benefits) related to such persons. 

(b) If an Enron Employee ceases providing services to UM Management for any reason, then 
UM Management’s obligation to compensate Enron for the use of such Enron Employee shall cease 
immediately and any reimbursable items such as cash bonuses shall be prorated in a manner to be 
agreed by the parties hereto. 

(c) UM Management shall also be responsible for reimbursing Enron for the cost to Enron 
and its subsidiaries for Support Services provided lo UM Management (the method for determining 
same to be agreed upon by UM Management and Enron). 

2 
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(d) The panics hereto acknowledge that some activities of LTM Management will also be for 
the benefit of Enron (such as a business trip with both UM Management and Enron appointments) 
and agree to allocate the costs related thereto between Enron and UM Management in a manner that 
is agreed upon by the parties hereto. 

(e) For purposes of this Agreement, the following terms shall have the following meanings: 

(i) "Benefits" means, for each employee, any benefits that Enron provides or may 
provide from lime to lime, including, without limitation, bonuses, long-term 
incentive compensation, qualified retirement benefits and health and welfare 
benefits, including, without limitation, severance and Enron s contnbution if 
any to its employees pension and other retirement benefit plans, in 
accordance with the plan documents governing such benefit. 

(ii) "Base Compensation" means, for each emoloyee, all amounts paid by Enron 
to its employees by way of salary, incentives, premiums and any other paid 
supplements as they may be increased from time to lime by Enron, excluding 
Benefits. 

4. Accounting and Payment, (a) DM Management shall account for and maintain 
records of the amount of time actually expended by Enron Employees (other than those listed on 
Annex A and those participating in the rotation ^gram described in paragraph 1(b) hereof) on LTM 
Management matters and the amount of Support Services utilized by UM Management personnel 
and Enron Employees in providing services to UM Management, which records shall be made 
available to Enron at its request. UM Management shall remit payments to Enron semi-annually 
in arrean on each July 1 and each January 1 during the term of this Agreement (and at the 
termination of this Agreement), for amounts owing under paragraph 3 hereof for such prior semi- 
annual period, along with an accounting showing, in reasonable detail. UM Management's 
calculation of the amount to be paid. Enron shall have the right to contest such accounting. 

(b) Enron’s accounting group will perform a quarterly (or. at Enron’s option, more frequent) 
audit to ensure that Enron is being fully and properly compensated for all Enron Employees and 
Support Services that are being provided to UM Management hereunder. 

5. Termination. This Agreement shall be in effect for a term of one year, and shall 
automatically renew for additional one-year terms unless any party gives notice of its desire to 
terminate not later than sixty (60) days prior to (he end of the applicable one-year term. 

6. Notices. All notices, demands and other communications to be given and delivered 
under or by reason of provisions under this Agreement shall be in wniing and shall be deemed to 
have been given when personally delivered, sent by express overnight courier service, or mailed by 
first class mail, return receipt requested, to the addresses set forth below. 
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LJM Management; 

333 Clay Street 
Suite 1203 
Houston. TX 77002 
Attention; Andrew S. Faslow 

Enron; 

1400 Smith Street 
Houston, TX 77002-7361 
Attention; Richard Causey 

7. Amendments; Waivers. This Agreement may be amended only by an agreement in 
writing executed by the parties hereto. No waiver of any provision nor consent to any exception to 
the terms of this Agreement shall be effective unless in writing and signed by the party to be bound, 
and then only to the speciftc purpose, extent and instance so provided. 

8. Counterparts. This Agreement and any other agreement (or document) delivered 
pursuant hereto may be executed in one or more counterparts. All of such counterparts shall 
constitute one and the same agreement and shall become effective when one or more counterparts 
of this Agreement have been signed by each party and delivered to the other party. 

9. Governing Law; Arbitration. All questions concerning the construction, validity and 
interpretation of this Agreement shall be governed by the internal law, and not the law of conflicts, 
of the State of Texas. The parties hereto agree to submit to arbitration in the City of Houston, Texas 
any dispute arising out of this Agreement under the Commercial Arbitration Rules of the American 
Arbitration Association. The parlies agree that any such dispute shall be submitted to three 
arbitrators selected from the panel of arbitrators of the American Arbitration Association. The 
parties further agree that they will faithfully observe this Agreement and such Rules, that they will 
abide by and perform any award rendered by the arbitrators and that a judgment of a court having 
jurisdiction may be entered upon the award. 

10. Severability. If any provision of this Agreement is held invalid by any court, 
governmental agency or regulatory body, the other provisions to the extent permitted by law shall 
remain in full force and effect. 

1 1. Consequential Damages. IN NO EVENT SHALL ANY PARTY HERETO BE 
LIABLE FOR ANY LOST OR PROSPECTIVE PROFITS OR ANY OTHER SPECIAL, 
PUNITIVE, EXEMPLARY, CONSEQUENTIAL, INCIDENTAL OR INDIRECT LOSSES 
OR DAMAGES (IN TORT, CONTRACT OR OTHERWISE) UNDER OR IN RESPECT OF 
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THIS AGREEMENT OR FOR ANY FAILURE OF PERFORMANCE RELATED HERETO 
HOWSOEVER CAUSED, WHETHER OR NOT ARISING FROM A PARTY’S SOLE. 
JOINT OR CONCURRENT NEGLIGENCE. 

12. No Authority to Bind. Unless otherwise authorized by LJM Management, nothing in 
this Agreement shall convey authority on Enron to bind, or attempt to bind, UM Management to any 
contract or the performance of any obligation, and Enron shall not represent to third panics that 
Enron has any right to enter into any binding obligation on UM Management's behalf. Unless 
otherwise authorized by Enron, nothing in this Agreement shall convey authonty on LTM 
Management to bind, or anempl to bind, Enron to any contract or the performance of any obligation, 
and UM Management shall not represent lo third parties that UM Management has any right to 
enter into any binding obligation on Enron’s behalf. 


[END OF PAGE] 

[SIGNATURE PAGE FOLLOWS] 
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EN WITNESS WHEREOF, each of the parties hereto has caused this Agreement to be 
executed as of the date first above written. 


UM MANAGENENT. L.P. 

By: LJM Management. LLC. 

Its General Partner 

By: 

Andrew S. Fastow 
Member 


UM2 CAPITAL MANAGENENT. L.P. 


By: LJM2 Capital Management, LLC, 





Andrew S. Fastow 
Managing Member 


ENRON CORP. 

By: 

Richard A. Causey 
Executive Vice President and 
Chief Accounting Officer 
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ANNEX A 


! . Michael Kopper UM Management will pay all of Michael Kopper s cash bonus (relating to the fiscal year 
2000 arid thereafter). Enron will coniintw lo pay all other typical compensation including, but not limited 
to. base salajy, long-term incentive compensaiion, and benefits. 

2- Kathy Lynn: LJM Management will pay all of Katby Lynn’s base salary (effective January 1 , 2000) and 
cash bonus (relating to the fiscal year 2000 and tlwrcafter). Enron will continue to pay all other typical 
compensation including, but not limited to. long-term incentive compensation and benefits. 

3. Anne Yaeger: LJM Management will pay one-half of Anne Yaegers base salary (effective January 1. 
2000) and one-half of Anne Yaeger s cash bortus (relating to the fiscal year 20<X) and thereafter). Enron 
will continue to pay one-half of Anne Yaegers base salary and cash bonus and 100% of all other typical 
compensation including, but not limited to. lc«)g-tenn incentive compensation and benefits. 

4. Amy Flores: UM Management will pay all of Amy Flores' base salary (effective January 1 , 2000) and 
cash bonus (relaiing to the fiscal year 2000 and thereafter). Enron will continue to pay all other typical 
compensation including, but not limited to. long-term incentive compensation and benefits. 
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EXECUTION COPY 

ADMINISTRATIVE SERVICES AGREEMENT 

THIS ADMINISTRATIVE SERVICES AGREEMENT (the "Ap-temenT) is effccDvc as of 
the 20th day of Deconber, 2000 (the "Ejftciiyt Date") by and between ENRON BROADB.AND 
SERVICES. INC., an Oregon corporation (the "Servicer'^ and BACKBONE TRUST 11, a Delaware 
business crust (the "Trusf'). Capitalized terms used but not otherwise deEned herrm shall have the 
meaning set forth in the Backbone 11 Trust Agreement dated December 20, 2(X)0 (the "Trust 
Apeemenf'). 

RECITALS : 

WBEREAS. the T rust mtmds to utiiize. hum dme to time, certain resources of the SeMcer 
or its affiliates to assist the Trust in connection with the Trust’s business; and 

WHEREAS, the Servicer and the Trust desire by their execution of this Agreement to 
ev'idence their understanding concerning the use of such resources. 

THEREFORE, in consideration of the premises, covenants, conditions and agre e ments, 
contained herein, and for other good and valuable considerahon, the receipt and sufSaescy of which 
are hereby acknowledged, the parties hereby agree as follows: 

^ - Term . The torn of this Agreement shall be from the Effective Date and continue m 
effect until the earliest to occur of (i) the date on which this Agreement is tenninated by the Servicer, 
(ii) the dale of the termination ofihe Trust as set forth in the Backbone Trust 11 A gi c e ment or (iii) at 
the Trust's sole discretion, upon an Event of Default under (a) the Backbone Trust 1 Term Loan 
Credit Agreement dated December 20. 2000 among Backbone Trust I, as Borrower, the Banks 
parties thereto, ABN AMRO Bank N.V., as Administrative Agent, Sole Lead Arranger and 
Bookrunner. Fleet National Bank, as Syndication Agent, and Fleet Securities, Inc., as Co-Arranser, 
or (b) the Backbone II Credit Agreement Each pany shall continue thereafter to be responsible for 
any obligations incurred or ocoimng prior to such termination. 

2. Services . During the temi bereoC the Servicer agrees to provide certain as.^istance to 
the Trust for its general corporate services, such assistance to include tax and accounting services, 
cash management services, preparation of notices efborrowings, continuations and ernvemons and 
other reievam notices, and maintenance and safekeeping of books and records (th^ "Services") m 
accordance with the terms of this Agreement The Servicer shall devote so mwa of its time and 
effon as is reasonably necessary to perform its obligations under this Agreemc it In exchange for 
the provision of the Services by the Servicer, the Trust shall pay to the Servicer an up-front 
management fee in the amount of $7.5(X) on the Effeciivc Date 

3 . Standard of Care . The Servicer shall perform the Services with the same degree of 
reasonable diligence and care as a typical provider of such Services lo a third parry 
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4. Umititioa of Remedies . NeitherpartynorinyoftheirafHliatessfaailhavethcnght 
to recover indirect special, consequential, or punitive^damages or loss of protiis dut may result from 
any action or inaction of the other parry or from the breach of this Agreement, regardless of the fault 
of such party or any third party fault 

5. Assignment; Delegation . No party shall have the right to assign its rights or 
obligadons under this Agreement without the wntten consent of the other party, which consent will 
not be unreasonably withheld However, the Servicer shall have the nght to delegate the 
perfonnance of the Services under this Agreement to ie AfGliates. In such case, such Affiliates 
shall be deemed bound by this A g reement as the "Servicer." For purposes of this Section 5. 
"Affiliate" means any entity that, directly or mdircctiy, is in control oC is controlled by, or is under 
common control with. Enron Corp. For purposes of this defrnition, "control' means the power, 
directly or indirectly, either to (a) vote 1 OV* or more of the securities having ordinary voting power 
for the election of directors (or persons performing similar functions} of an entity or (b) direct or 
cause the direcuon of the management and policies of an entity, whether by contract or otherwise. 

6. Entire Agreemeat . This Agreement constinites the entire agreement of the parties 
relating to the performance of the Services. All prior or contemporaneous whttesi or oral agreements 
are merged herein. 

7. Choice of Law . This Agrtementshallbesubjecttoandgovemedbythelawsofthe 
State of New York. 

S. Amendment or Modiflcafloa . This Agreement may be amended or modified from 
time to time only by a written instrument signed by the parties hereto. 

9. Notices . Any wntten notice, request, iftstrucoon. correspondence, or other document 
to be given hereunder by either party to the other (herein, colleccveiy called "Soiice") shall be 
delivered personally or mailed, postage prepaid, as follows: 

If to Servicer Enron Broadband Services. Inc. 

1400 Smith Street 
Houston, Texas 77002 
Attention: Contract Administration 
Fax No.: (713)345-5686 

If to Trust: Backbone Trust I 

c/o Wilmington Trust Company 
Rodney Square North 
1 1 00 North Market Street 
Wilmington, Delaware 19890*0001 
Anention: Corporate Trust Adrmrusiiauon 
Fax No.; (302) 651-8882 


Confidential 
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Notice gjvcB by personal delivery or maji shall be effective upon the actual receipt by the 
person to whom addressed Any party may change any address » which Nonce js to be given to i: 
by giving Notice as provided above of such change of address. 

11. Forthef Asturaoces In connection wiA this Agreement and ail transactions 
coDtempiaied by this A g reemenr. each signatory party hereto agrees to execute and deliver such 
additional documents and iztstniments as may be necessary or appropn^ to effecruate, carry out and 
perform ail of the terms, provisions, and eoadidoas of das A g ree m ent. 

1 2. Idmiotion ofTnutec Liability. It is expressly understood and agreed by 

the parties hereto thtt <a) this Ajpeement is executed and delivered by Wilmington Trust 
Company, not individually or personally, but solely as trustee, in the exercise of die pow^ and 
auihonty conferred and vested in it, (b) each of the represemahoiu, tmdenakings and agreements 
herein made on the pan of the Trust is made and intended not as paiooai representations, 
undertakings and agreements by Wilmington Trust Company but is made and ioteoded for the 
puipose of binding only the Trust, (c) nothing herein contained shall be construed as creaang any 
liability on Wilmington T rust Company, individually or personally, to perfona any covenant 
eidier expressed or implied contained herein, all such liability, if any. being expressly waived by 
the parties hereto and by any penon claiming by, through or ands the paft» hereto, and 
(d) under no circumstances shall Wilmington Trust Cwnpany be personally liable for the 
payment of any indebtedness or expenses of the Trust or be liable for the breach of tailure of any 
obligation, representation, warrar.ty or covenant made or undertaken by the Trust under this 
Agreement. 


(Remainder of page left intcstioiiaUy blank) 
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IN WITNESS whereof, the panics hemo lave caused this Afrecment to be signed on 
their behalf by their duly authorized oiBcers. 


ENRON broadband SERVICES, INC. 

''v^» 


Bsr 

Name: 

Title: ftrflajvt ^ 
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BACKBONE TRUST U 

By; WILMINGTOK TRUST COMPANY, 
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LJM2 APPROVAL SHEET 

• Approval Shes: should be 'used :o approve Enron’s parucipanon in anv nansacnons involving UM Cavman. L.P. ("LIMi") or 
. i Co-InvestmcnL L.P. (“1JM2”). UMl and IJM2 ^ill conectivrjy be referred to as "UM". This Approval Shcei is in addition 
io inot in lieu of) any other Enron approvals that ntay be required. 

“general ^ ~ 

Deal name; Pluto 

Date Approval Sheet tompletcd: December 2£. 1999 
Enron person compleung this form: Chns Loehr 
Expected closing date: December 29, 1999 
Business Unit; Enron North America 
Business Unit Originator: Brian Redmond 
This transaction relates to DUMl and'or 0LJM2. 

This transaction is 0 a sale by Enron Da-purc.base by Enron Da cc-sale with Enron Da cc^purchase with Enron and'or 
□ other: . 

Person(s) negotiating for Enron; Joe Deffacr. Greg CaudeU, Kathy Lynn 
Person(s) negotiating for UM; Michael Kopper 
Legal counsel for Enron: Andrews & Kurth 

Legal counsel for UM: Kirkland & Ellis fSiike Edsali 

DEAL DESCRIPTION 

UM2 will purchase from Enron Nortii .America a 90% equity interest in MEGS. LL.C, for 5743,040, UM2 will also purchase ENA 
MEGS, L.L.C. with 523.2 rru'Ilion principal amount and 14,15% coupon for 525.570.569.78. The premium paid on the debt 
. ts LJM2's market view that 9.9% is an appropriate rerum for the blended Buriington/Mariner credit risk. 


ECONOMICS 

LJM2 will purchase the equity with the expectation of receiving a 25% IRR on its investment. UM2 and ENA wil) enter into a 
marketing agreement under which ENa agrees to use its reasonable best efToru to sell the equity op UM2's behalf and under which 
ENA receives 90% of any gains exceeding UM2‘$ 25% remra. Due to the significant premium, LJM2's debt investment will yield 
approximately 9.9%. ENA has agreed to bear syndication risk on the debt piece. 


dash 

Anached. The only material changes in the aoached DaSH are the now executed contracts that were contemplated when the DASH 
was done. MEGS, Mariner, and Burlington entered into a gathering agreement siipulatmg the contractual cashflows. MEGS and 
Mariner entered into an operating agreement under which Mariner and Burlington covet all operating expenses pro rata. The 
gathering system has been tested and is currently operational 
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sheet 

ISSLES CHECKLIST 
!. Saie Op:iom 

a. If thii rransacuon !5 3 sals of ar. asset by Enron, »'hich of the following opnons wers cocsiderrd and rciscred: 

SCondor SJcDi II Diniid Party DDiieo: Saie. Please explain; A sale to Condor would not allow 

Enron to book camines. ’oD! 11 would nave required CaL*'oRS' consent since the transaction is not a Qualified 
Investment. Due to the small sire of the equity piece and due to JEDI li's iinwillingncss to present CalPERS' a 
cansactior. w-ith more Manner credit exposure. JEDI II declined. 

b. Will ihis Transaction be Uit most beneficial alternative to Earon? S'^'es DNo. If no. please exoiain. 

c. Were any other bids. offers received in connecaon with Lhis transaction? SYes DNo, Please explain: Tne debt 

was marketed to several banks, i-ncludaii Bank of .Ame.aca. Bank of .America was onwiJIing to accept funher .Manner 
credit exposure and declined. 

2. Prior Obiisations 

a. Docs this transaction involve a Qualified Investment (as defined in the JEDI 11 pannership agreement}? OYes- HNo. If 
yes, please explain how this issue was resolved; 

b- Was this transaction required to be oiTeied to any other Enron affiliate or other party pursuant to a conmacrual or other 
obligation? DYes SNo. If yes, please explain: 

3. Terms of Transaction 

a. What are the benefits (financial and otherwise) to Enron in this transaction? DCash flow HEamings 
30ther. Funds flow of approximately S24 million. 

b. Was this transaction done smictly on an arm’s-length basis? 0Yes DNo. If no, please explain: 

c. Was Enron advised by any third pany that this transaction was not fair, from a financial perspective, to Enron? 

□Yes 0No. If yes, please explain; . 

d. Are ail LJM expenses and out-of-pocket costs {including legal fees) being paid by UM? DYes 0No. If no, is 

this market standard or has the economic impact of paying any expenses and out-of-pocket costs been considered when 
responding to items l.b. and 3. b. above? 0Yes DNo. 

4. Compliance 

a. Will this transaction require disclosure as a Certain Transaction in Enron's proxy statement? 0Ve$ QNo. 

fa. Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employee? 
□Yes 0No. 

e. Have all Enron employees' involvement in this oansaetion on behalf of UM been w'aived by Enron’s Office of the 
Chairman in accordance with Enron's Conduct ofBusiness Affairs Policy? 0Ye$ DNo. If no, please explain: 


d. Was this transaction reviewed and approved by Enron’s Chief Accounting Officer? 0Yes DNo. 

e. Was this transaction reviewed and approved by Enron's Chief Risk Officer? 3Yes DNo. 

f. Has the Audit Commioee of the Enron Corp. Board of Directors reviewed all Enron/UM transactions within the past 
Twelve months? GYes 3No. (The Audit Commince has not held a meeting since UM2’s formation.) Have ail 
recommendations of the Audit Comminee relating to Enron/UM transactions been taken into account in this 
transaction? DY’es ONo. 
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LJM aPPROVAI sheet 
P agt 3 


APPROVALS 
iness Unit 

Business Unit Legal 
Enron Corp. Legal 
Global Finance Legal 
R.AC 

Accounring 

Executive 


Name 

N Sijniture^ 

Date 

'll- 

f ^ / ;=■ A - "Wj 


1 i - 

Rex Rogers 



Scon Scfton 


ii-11-rf 

Rick 3uv 



Rick Causev 

CZ^'o-. 

/Z~ t* •«’ 

Je;T Skilling 

d 
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ENRON INVESTMENT SUMMARY 


DEAl. NAME: Plaio ^le Cocylcttd; Decensbet 29. !999 

Originated: Snron N’or* Arrenca laveatrncnt Analyst: Qiris Loehr 

Expected Closing Date: 12''29/99 Investment Type: Debt and Equity 

Expected Funding Date: 12/29/99 


approval amount rlquestxd 
C apital Commitment S 26.3 MM 


DEAL DESCRIPTION 

Purchase S23.1‘4,400 face value ofMEGS, L-L.C. ('‘MEGS") debt from ENA. ^vhich based on market pnees and 
required liquidity premiums, has a value of S25.5'?(L569.78 and »‘ill yield 9,9%. Purchase 90% of the equity io MEGS 
from ENA for 5743,040 which is expected to yield 25%. MEGS is a special purpose ennty diat purchased an ofTsbere 
lathering system from Mariner Energy and Burlington Resources and is entitled » contracruai cashflows under a 
gathering agreement with the same. 


TRANSACTION SUMMARY 

On Dec. 2S, 1999, UM will purchase from Enron Nonh America S23.2 raillioaface value ofMEGS debt and 90% of 
MEGS equity for toul consideration of 526,313,609.78. 


CASH FLOW SUMMARY 

UM is entitled to the 14. 1 5% monthly coupon on the debt. Equity is expected to receive a 25% return paid n»nthly. 

Both the debt and equity iovesnnents amorrje monthly by the amount t^t cootracmal cashflows exceed tetum on capital. 


RETURN SUMMARY 

UM’s invesoneal, if held to maniriry, would yield a blended rcruni of 10.28%. 


EXIT STRATEGY 

• LTM has entered into a marketini agreement with ENA, whereby ENA agrees lo use its reasonable best efforts to 
market the equity on LJM's behalf. 

• ENA will lave a 90 day exclusivity period during which any gala on sale that exceeds UM's targeted 25% return oa 
invesoaest will be split 90% to ENA and 10% to UM. 

• Exclusivity period ends 90 days from signing of contracts. At that point any gain on sale chat exceeds UM's targeted 
25% renira on invesnueot will be split 75% to ENA amd 25% to UM. 

• it is expected a resale of the equity will take place within two months. 

• ENA has agreed to bear syndication risk on the debt it is expected that the debt will be monetized in a Merlio-lskt 
vehicle which will purchase the debt co yield UM a 25% annualized return is the fust half of 2000. 


RISKS AND MITIGaNTS 




Credit risk 

Mariner and Burlington are the cousterpmies to the gathering agreemeat which 
stipulates coninctual cashflows for each party, regardless of actual volumes 
shipped (ship or pay coocact). Burlington credit risk is mitigated its A* credit 
raring and the guarantee provided to MEGS by Burlington. MariBCt credit risk is 
tnirifiated bv above narket pricint on the Mariner tranche of debt 

Reserve risk 

The contraciuai cashflows in the gatherisg agnement are predicated on narural 
gas volumes expected over d>e life of the Burlicgton/Mariaer well. Should die 
reserves be substantialiy less than projected, the gathering agrensent may 
become uneconomic for the coua&troajries. 

Opemdng risk 

Mariner, as operator, is responsible for all operating expenses and maintenance 
related to (be gathermg systeiiL ENA will act as Managing Member and will be 
resoonsfble for all other ooerarions. 
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LJM APPROVAL SHEET 

Tr.ss Approvai Shsct shcuid be used lo approve Ea'oti's parricipadon m any car^cKorj involving UM CavTnan. L.P. ("UMr') or 
I ’■ Co-lnvestmcaL L.P. CUM^")- UMl and UM^ »-iIJ colieciiveJy be .-cfcrrrd tc as “UM". Thu Approval Shee: u ir. addiiioo 
u ; ir iiev oO any odier Enron approvals rha; may be requbrod. 

_____ 

Deal name: No'*-a Sarzv-na 

Date .Approval Sheet compierec: Derember 57. 1999 
Enron person completing this form: N’icoie Aivir.o 
Expected closing date: December 20. 1999 
Business Unit: Enron Europe 
Business Unit Ongirator: Anne Edgiey 
This transaction relates to OLIMl and'ot BLJM2. 

This transaction is S3a sale by Erjon Da purchase by Eruon Oa co-sale vvjth Enron Da co-purchase with Enron and'or 
□ other: . 

Person(s) negotiating for Enron: A.nne Edgiey. Maroun Abboudy, Cheryl Lipshuo, Trushar Patel 

Person(s) negotiating for LJM: Michael Kopper 

Legal ccuruel for Enron; Freshfields, London - Julian Makin 

Legal counsel for UM: Kirkland &Ellis. Los Angeles - Eva Davis - 

DEAL DESCRIPTION [Iruen short dcscr.pnon of the iraruaction invoJvmg.'berwecn Enron and UM; do not describe the 
underlying asset or traruaction.] 

LJ^ will purchase 75®^ of uhe Nowa Sarzyna power project from Enron Europe. 


ECONOMICS [Insert short description of the Eruon economics of the transaction iavolving/^etween Enron and UM; do not 
describe the economics of the uaderiying asset or Tansaction.) 

UM2 wdll purchase 75V« of Ervon's econorrJe interests io Enron Poland Investments B.V, for $30 MM. LJM2 is entitled to 75% of 
the cash flow in the form of dividends and shareholder loans. 


DASH [Attach the DASH relating to the underlyisf asset or transaction. Insert bnef update on the DASH if Che underlying asset or 
transaction has changed materially since the ongtnii DASH was completed.] 

Atuched 
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LJM approval SHEIT 

Page : 

ISSCES CHECKLI^ 

1. Sale Options 

a. If-this Transaction is a sale of an asset by Enron, which of nhe fcllow-ing options were considered and rciected: 

□Condor [SMarsaux DE.nse:co ORaw-hide O.^D! I DJEDI II □Chewee HTnird Parry DDirect Sale. Please expiain; 

Third parry could not cansac; quickly enough. 

b. V,'ili this s-ansactior. be the most beneficial alienative to Enron? SYes ONo. If no, please t.xplain; . 

c. Were any other bids otTers received in connccnor. with this Sansaction? DYes ENc. Please exciain: Tne short 

time frame to transaction cxecuiion. and the need for certainty cf closure drove the decision not to seek oLhe: bids. 

2. Prior Obligations 

a. Does this transaction involve a Qualified Investment (as defined in the JED! 11 partnership agreement)? D'^'esElNo. If 

yes, please explain how- this issue was resolved: . 

b. Was this transaction required to be offered to any other Enron affiliate or other party pursuant to a concracruai or other 

obligation? nVes ®No. If yes, please explain: . 

3. Terms of Transaction 

a. What are the benefits (financial and otherw-isc) to Enron in this transaction? DCash flow EEamings 

□Other: . 

b. Was this transaction done stncily on an arm's-length basis? EYcs DNo. If no. please explaini . 

c. Was Enron advised by any third party that this transaction was not fair, from a financial perspective, to Enron? 

□Yes BNo. If yes, please explain: 

d. Are all UM expenses and out-of-pocket costs (including legal fees) being paid by UM? DYes BNo. If no, is 

this market standard or has the economic impact of paying any expenses and out-of-pocket costs been considered when 
responding to items l.b. and'3.b- above? BYes DNo. (market standard) 

4. Compliance 

a. Will this transaction require disclosure as a Certain Transaction in Enron's proxy siatement? BYes GNo. 

b. Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron ei^loyee? 
□Yes BNo. 

c. Have all Enron employees' involvemcm in this cansaction on behalf of LJM been waived by Enron’s Office of the 
Chairman in accordance with Enron's'Conduct ofBusiness Affairs Policy? BYes ONo. If no, please explaio: 


d. Has the Audit Comminee of the Enron Corp. Board of Directors reviewed all Enron/LJM tnnsactions within the past 
twelve months? OYes BNo. Have all recommendations of the Audit Comminee relating to Earotv'UM 
transactions bees taken into account in this transaction? GYes ONo. 


APPROVALS 
Business Unit 
Business Unit Legal 
Enron Corp. Legal 
Global Finance Legal 
RAC 

Accounting 
E? live 


Name 

John Shemff 
Mark Evans 
Rex Rogers 

Scott Sefton 

Rick Buy 

Rick Causey 

Jeff Sfa'lling 


0 te 


Signature 


Date 
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U.M aJ?ROVaJ. sheet 

ri«r: 

ISSUES CMICJG.:5T ~ " 

;. iue upuoni 

1. l.'ihu e^iu»<See :i i 6/ic suat tySuoc. «-kKh sl'a« f:)la**j‘.{ :priocu eorji^rtj tad J 

□ r.-r.-iftf [ETUiigin SH&*r:& SKxx'hi* C.*LjM! GCbr»-;«i i';Ei,-d Crv**! S«k. •it ' ju. 

I hir4 tern ccuia set 7wu*ci <aeu(i. 

• Wi;; nvtctos b« i>N no4i S«srtf>*U:wn«:;vt le Es«e'’ SYu 5V\s Ifw, yitix cvkui 

aay ecSet btili e^m Tt«Kv*d IT cewieca'ot Ihie treaeattioA? DYo {BSo. Tiwie Tb« tlcu; 

:i;iie Aian lo aaiit»ciwe eer.^^ct. ai)^ 3k< ssftd (tar tmjmfv of drsse ift: ijcriiiec not 4c leek tike biA. 

Tnor Obl'iaaofiJ 

k Zoti tH-s CMM^rics is- oKt i Otai-fieii levtiuacii (j* Jefictd a ‘ie JED) II p*rr«rt>.if »p?cnrn!j’ OYf}S^■o if' 

7«, piMtl Alpub >iu» bil btU* V»l tTI9>C£.- 

b. ^'*i bii nsuigoc re^^uvaJ b bo n^^rml ut tftjr omcr Fmor. tffiluit at obor ptr)’ pwtuout n » coceicrual ar erstf 

oelig»ocn? QY»i XKo. If yta. t:\pbic . 

3. Terr.' I'lJ'TraniieTion 

1 . ^’b«l UT e» bar.rf.u ((laatcal led cikAre^ie) to Eaiec u ihii mnuenta? DCaia now UEsnuui 

DObtr , 

b. Wu ftii 7in;*.-ceft de« iris’> on i£ »ni'l ki*U bona' tOYii DNc. If ne, pleiie cspUiii; . 

c ^‘u rJirrn ad'iwl bv lay third party ihattlsil utanncn wu not Utr, fioQ i iiuan*l>«T*p 2 «gat. to Evui'/ 

0Y#» UNg. If vto. olitie iiioltig 

•1 Art ti; UM expr-.K' isd MtHsf-pMktt eotu {bckibag U|«l fe«t)tKiAi^>ii by UM? OVa UNo lfro._ii 
ifiw rrarbn itudrd of kaf becv-enonuc iR^ac.efpoyiM sty (x>>«u« lad i>ui-of>peckel roM bciMi cAiitiorid *her. 
rttpondir.g to nm ! .b. trU }.K teovcT SYoi Aio. t'lWidaitl] 

i Compl:«a<t 

« tui oixioraoA rtquiti bKiorurt «( i Cmun Tnstacr.ob u £s.*qb‘i b^rxy luirmeot? BVei QNc. 

b. wni tiaii ifancavUon tcntih la tny ron^esicuoo (es ttrAsed by ibt proiy luJeo) bcm| paid i« asy Euer. cn^lovte' 
QYej 0PS«. 

Kiv« lU ferae arrcloy»«t‘ iuvoivtaeat b bii ci&wce'op o& behalf of UM beta waived by ftuuii'i 0(Tii.-i of ihr 
CboiTTMn in acoordibce o'iib E&'oa't CoAiiuct offtuaInrM AlfiiitfoUey^ KYea DNo. If no. plcaae »p<a>A, 


d Hu the AtMlit remmine* ef be Earoe Can». Bewd of Duteton rrvntwtd all EarotA-JM incuacaoM wi(hb tie put 
rwelvt ffiiatt*? OYei ®Ne. Ha»* all lecoudccsdaiiont i*f ibo Aedii Coitiminet rrUtitj » Eiuea'UNf 
'nne.etiew bees tain sta a<e«vtt la ‘hit cobaacao*? QYte ONe. 
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l~rvi A^PRON’aL553EI7 ■' 


ISSLES CnECKliST ^ ^ 

Sak Opuon: 

s. If ;Kij rariirtcc at i»'»i*ss«!t»E:in5a. vilt;: a* Ieiic»Cf apsoai :ciGS-4««rt i2d ?i-K;ct: 

CCn.'ttiot SMvpvz ' CR»--f.tfte DiEDI ; Z.ID: U DCs =*-2 XraL-c 'iny DDsec: Siit. PteaH 

Tii-'d pury ictie noi im.*4jc: svunly rs««^ 

i) WiU tiai raujrtou s« rw 5«K &fnefjciai»iit;a»i:»«4o s.-.-or.“ EYsi CNo. l/sn. piene -tpiaui- 

: OY« EKo. r>.f jfcoa 

rjn: X rvaacccr. e.\rr^30iv J»: is ztsC fot «reT^*a»{y =- slsjar* c.-ovs ae ds:aica aoi -p icsi sine- 

2. Pnof Oblgtnocj 

4. Dom ±11 Maiicnoc xvolvt 1 QujIukc la-nunee: (as (jefsactj is jht JEDt n pitatfS^p siwraHrai)’ OY«aDYa. If 
yo. picaat cipisin ho» sJJis iisM* aw rttcl»nj 

S Wi; tLii iruuccd = be offtreS ts> tay ooer £=rta initott cr eSssr party pureusa; to a ««r«fuai or oisr 

obUiJOoo? CY’ej EfNe. li yea. pkaae e^Qibic; 

3, T*:..sorTriai4c!;on 

a. art ±t bsceCu (fiarscai wf otiterwiss) lo Etroa is this rtja«cfscr.? OCash f3ow SEx-rissj 

00±cr. 

b. Wwii: rar.yirioTi tJons strictly oa a= ans'i-kTjjat bans? HVes CNc. Ifac, plcus :>plim:_ 

c. Wu Erjem »<:vii*a by my itirs party ihsi this --tinotfau. feonii Arj.-jclal perjpeeat-t, loT.srnn? 

DY*J ENc. Uyes, pltait explio;. 

ri. A.-s »!! UMtiptwenotf ma-of-pociet co*a (iosloeiuig l»g»} ftn) beappauiby IJW? CYe* BKe. If no. i* 
this xarVtr saatJi/d o; has lie ccensnat impact of payiaj any expensn and oisi-s>i-pocke! costs bees considctci wbetj •■ 
tti^niJtngiciicrvs !b and 3.b. abote.* MVu ONo'irnatkttsandjfd) 

Cocpilaate 

s. Y/iU this raasafooa teouiro disciosort as a Ccruva Tnasacnon is Ecroa'i pteay JUKntfst'/ tBVes ONo. 

b. 'Vjli Ja> o-4fiw5cco mult :b »y ccmpsusamio (as defuwl by uae proxy roiet) beag paid id any Earou eiuployet:' 

□ Yes ENq. 

e. Kav« all Smcc exployscj' ia''oivtjttai is tkii eaiaaesoo od betalf of UM boss *>»>ved by Ewea's Office of the 
ChaLToan SB atcen3aj«t wtUiEt'on’s CoBducs of Affain Policy? ®Y’«a OKo. if n«. pletie ecpiwn: 


^ Ka» tb< Audi! Cvirnrnjnrs of lh« Earea Corp. Board of Ocreton reviewed *11 Ewon/UM traAsacboni wittH# the past 
twelve nonda? 0Y«$ EJNt. Have al! lecocaeadations of the Audit Cofronirtee leliaaj to Ewea^UM 
vanstetteu beets takes into accauct lathis W«*.'hon’ CYes QNo. /tdvt^v/ >J<,T ^ MC£ , 
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roiana investment nummary' 


DEAL NAME: Poland 

Originated: Enron Europe 

Expected Closing Date: December 2G, 1999 

Expected Funding Date: December 21. 1999 

Date Completed: December 17, 1999 

Invesiment Aaalysu: Trushat Patel. Nicole .Alvu» 
Investment Type: Equity 

EXPECTED M-AXIMUM CO.MITTME.NT OF LJM2 

! Capital Commitment 

5 30 .MM i 

Poland Discouni Rate Components: 

(Vsed by Undtr^ruing Grtup) 

US Risk Free Rate (2yr) 5 81% 

Country Premium (Pol" 04 ) 2.00% 

Equity Premium (UndcrvTiting) 5 69% 

Discount Rate 13.5V* 

Sovereign Rating BBB-BaaJ 

DEAL DESCRIPTIO.N' 


Purchase of indirect 7i% equity interest in the Nowa Sariyna Facility ("ENS") located in southeastern Poland, a gas-fired 
heat and power station »-ith a generaiine capacity of 1 16 MW and ihermai generating capacity of 70 MW, The Facility is 
located within the chemical complex of Organika (state owned chemical producer). 

Power Sales: 

Electric power will be sold to the Polish Grid Company (suic owned owner and operator of Poland's cansmission 
grid and principal purchaser and wholesale supplier of electricity in Poland) under a 20 year Power Delivery 
Agreement (“PDA”). The price of energy and capacity is expressed in zlotys but indexed to the US dollar every 6 
months for the previous six months. 

Fuel Supply: 

The Polish Oil and Gas Company (a state owned integrated monopoly that controls the entire natural gas sector in 
Poland) will supply natural gas to ENS under a 20 year Fuel Supply Agreement. The fixed and variable price of “■ 
fuel is passed through the power and steam sales agreements. ENS will not bear the risk of fuel price fiuctuarion as 
energy prices in the PDA and fuel costs in the Fuel Supply Agreement are indexed using the same indices. 

Steam Sales: 

ENS has agreed to sell low and high pressure steam to Organika (sute owned chemical company) under a 20 year 
steam sales agreemcm. This agreement represents approximately 90% of the Facility’s total thermal output. ENS 
is also negotiating to sell the remaining 10% of thermal energy to the City of Nowa Sarzyna for residential heating 

purposes. 

TRANSACTION SUMMARY 

Enron Europe Limited, through a 100%-owned affiliate. Nowa Santyna Holding BV, owns 100% of the Nowa Sarzyna 
Facility. LJM2 will purchase 75% of Enron’s economic ownership interests and 75% voting interest5(telaling to dividend 
and share issuance marten only) through a purchase of 75% of Enron Poland Investments BV. 

CASH FLOW SUMMARY 

With its 75% ownership of the economic interest in Enron Poland Investments BV, LJM2 is eotiiled to 75% of the cash 

flows ip the form of dividends and/or shareholder loans. 

RETURN SUMMARY 

Given the underlying assumptions of the Enroe Europe Nows Sarzyna model, LJM2 will pay $30 MM for 75% of EPI. 
IJM2 is taking on hill equity risk with no Enron guarantees, and hu used a discount rate of 14.255% in valuing this 
investment. LJM2 assumes they can sell the asset to a strategic buyer by 3/3 NOO at the model discount rate of 13.5% 


EXIT STRATEGY 

Enron Europe sommits to make reasonable and best efibrts to launch Project Margaux, a securitization of Enron Europe 
assets. If Margaux is launched, Margaux will make an ofTer to buy the asset to be included in the Margaux asset pool If 
Margaux is nor launched by 3/31/00, EEL will make reasonable and best efforts to sell LJM2’s equity interesa tot 
’’qualified’’ third party buyer. 
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Deal ADprov*! Sheet 


RISKS and MmcA-vrs 



• Dtscripiioa 


j Plant Completion Risk 

Risk that project is not eompleted on 
time. 

Builder's all risk insurance and delay 
in stan-up iiBurance at the project 
level, £NS, of which LJM2 cwns 
‘5H. 

Operator Risk 

Rjsk that Operator ^tll not operate and 
mainutn the plant to meet conncmal 
capacity andavailability requirements. 

Tne project company has cortracied 
»nih an afTiliatc of Enron Corp.. 

EE&CC to construct, operate and 
mamtam dte facility. Proves G£ 
frame 6B turbines will be used. 

Fuel Suppiy-Pnee Risk 

Supply reliability and low votahhty of 
Riel prices is critical to (he plant 
perfonning to contractual requirements. 

The state gas i oil company will be 
h«l supplier under t 20yr agieemcht. 
The fixed and vanable cort^nenis of 
the fuel cost will be passed through ro 
the encfpY once in the PPA. 

Ofitaktr Credit Risk 

Risk that the offlakcr wjtl net be able to 
honor dtetr obiigadons ic pay for 
capacity and power delivered under the 
PPA. 

The offtaker will be the Polish Grid 
Company (sate owned power 
company), wdiich solicited tenders (of 
this project to satisfy the need to 
replace older coal fired plants (65% of 
their teneration is over 25 vears old). 

Regulatory Risk 

As par of the new energy laws in 

Poland - the supply, transmissioo and 
distribution sectors may be privaiiaed. 

Tbe Poli^ Grid Coirq^any has the nght 
to assign the PPA to a privau tndfy. 

The PPA also stipulates dial any 
assignee assumes all obligations vmder 
the PPA, is capable and qualified to 
perform and its obligations under dhe 
PPA arc guaranieed by the Polish Grid 
Coti^any or an entity of conqsarable 
creditworthiness to the Polish Grid 
Conpany. The Polish Grid Company 
cannot assign the PPA without prior 
written consent from ENS. 

EavirontncnuyPernuning Risks 

Risk that the required penniu arc not 
obtained to proceed with commercial 
ODcrations. 

All permits have been obuined. 

Risk 

Risk of value being eroded due to 
tnfladoQ. 


Cunency Risk 

Paymeats are lo be made in Zlotys. 

Zloty paymenu are indexed lo the US 
dollar and ai^ustments are made eveiy 
six months for the previous six^month 
period. 

Polideal Risk 

Councy specific evew that may 
degrade anticipated revenues and 
returns from the project 

UM2 will be provided with an 
tnsunnee policy underwritten by 

Enron, wi^ payment guaranteed by 
EnrMi which will minor the sovereign 
risk policy in place for the project at 
present. 


\Ve>chei)^housun'eoininonkCEM\}}olai>tf\Polirid Di^.doe 
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LJM APPROVAL SHEET 

Tnis Approval Shttt should be 4acd tc approve Enren's parjc^coR ie any traRsacustis mvaivjng UM Cav-man, 1.? rl-Mr'l or 
U Co-lRvesWKnt LP- UMi and UNti mlUolleoJis-tiy be referTK? ro as •■UM'’. This App^^■ai Sheet :s Tn'aid^tioB 
to i.w m iicu of; any otbcf Enron approvals that may be required. 

^E.VERAi — 

Des! natTte: £iX 

Dare Approval Shoe: cornplcted; Dec:.-nbcr 2S. i?99 
Enron person compietmi this form: Chns Loehr 
Expected closing date; December 29, I?99 
Business Unit; Enron North America 
Business Unit Originator Joe Ekflner. Tim ProfTm 
This transaction relates to DUMl andfor BUM2. 

This transaction is S a sale by Enron Ca purchase by Enron Da co-safe with Enron Da co-purchase with Enron and-'or 
Pother: . 

Per3cn(s) negotiating for Enron: Joe Deffner, Tinv Broiliti 
Per5cn(s} negotiating for LJM; Michael Kopper. Greg Caudell 

Legal coansei for Enron: Andrews & Kurth (W-s Dorman) ? 

_ Legai counsel for UM: Kirkland & ElHs fRob Marks) •' 

DEAL DESCRIPTION ^ “ ' 

LJM2 win purchase from Enron North America a equity interest in Bob West Treasure. L-L.C. for S2.953.I25. Bob West 
Treasure is a special purpose vehicle created to be the coanterpany foi a prepay wiihEEX involving S 105 million for up to 63 Bcfe of 
na‘ gas. 


ECONOMICS 

IJM2 vili purchase the equity with we expecation of receiving a 25% IRR on ie investmeM. UM2 and ENA will enter Into a 
marketing agreement under which ENA agrees to use m best efforts to sell the equity on behalf and under which ENA 

receives 90% of any gains exceeding a 25% return to U?vl2. v., 


OASH 

Anached. 


O «S3»ft£E3r.Ee.OAJ[K.UMi»K 
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LJM APPROVAL SHEET 

Page 2 

ISSUES CHECKIJST ~ ““ 

1 Sale Opuons 

a. If this n'ar.sac:ior. is a sale of an s'w: by Enron, which of Ac foliow:n| options wc:c considered and rejected: 

SCondor DJnDI !I D . rjrd Parry ODirscr Sale. Please explain; A sale to Condor would achieve 

ceconsoiicatior. of the deci but would not allow Enron to book earnings. 

b. ''’*•‘111 this transaction be 'iie most beneficial aitenative to Enron? 3 Yes ONo. If no. please exoiain: 

c. '^'ere any other bids. o/Te.'s receivtc ir. connechoR w-jth this ransaction? SYes DNo. Please explain; The deoi 

and equity were .T.a.*keied to several banks including Ouse, Deuache and Panbas. 

2. Prior Obii|a:ions 

a. Docs this s-a.-isac:ion involve a Qualified Invcsonem (as defined in die JEDl 11 pannership agreement)? □ Yes 3No. If 

yes, please explain how this issue was resolved; 

b. Was this transaction required to he ofiered to any other Enron affiliate or other parry punuant to a contracrual or othet 
obligation? DYes SNo. If yes, please explain: 

3. Terms ofTransaction 

a. What are the benefits {financial.and otherwise) to Enron in this tiamacrion? DCash flew BEa.mings 
Bother; Funds flow of approximately SI 05 million. 

b. WAS:this transaction done strictly on an arm's-length basis? SYes □.So. If no, please explain: 

c. Was Enron advised by any third party that this transaction was not fair, from a financial perspecDve, to Enron? 

OYcs 0No. If yes, please explain: 

d. Are all UM expenses and out-of-pocket costs (including legal fees) being paid by UM? DYes BNo. If no. is 

this rrurket standard or has the economic impact of paying any expenses and out-of-pocket costs been considered when 
responding to items l.b. and 5.b. above? BYcs DNo. 

4. Con^Iiance 

a. Will this transaction require disclosure as a Cenain Transaction in Enron’s proxy statement? BYes DNo. 

b. Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employee? 
□Yes BNo. 

c. Have all Enron employees' involvement in this transaction on behalf of UM been waived by Enron’s Office of the 
Chairman in accordance with Enron's Conduct of Business Affairs Policy? BYes DNo. If no, please explain: 


d. Was this transaction reviewed and approved by Enron's Chief Accounting Officer? BYes DNo. 

e. Was this transaction reviewed and approved by Enron's Chief Risk Officer? BYes ONo. 

f. Has the Audit Comminee of ±e Enron Corp. Board of Directors reviewed all Enron/LJM transactions within the past 
twelvemonths? DYes BNo. Have all recommendations of the Audit Committee relating to Enron/UM 
transactions been taken into account in this transaction? DYes DNo. 
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UM approval sheet 
P age 3 


. .. PROVaLS 

Business L-'nit 

^ .Name ^ 

Signature 

Date 

' f / ' ( 

Business Unit Legal 

- 

7 — s»5 

1 i- i''-/ 

Enron Core. Lesal 

R..-LC.-S cr V 

A OiLH* 

!^•1 S-?*! 

Giobai Fieance Leeal 

Scon Sefton 

S 

ulistif 

iLAC 

Rick Buy 


/i/ti/ff 

Accouming 

Rick Causev 


/I. vB'^f 

Executive 

JefT Skilling 

— — 
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ENRON INVESTMENT SUMMARY 


DEAL NAME: EEX 
Originawdr Enron North Amenca 
Expected Qo$in| Date: ]2'28/S>9 
Expected Funding Date: 12'2S/99 


Dwe Ccnipleted; December 3?, 1999 
lavestroenl Arufyst; Cbts Loehr 
lavesoneBt Type: Equity 


approval amount requested 

Capital Comnumcnt S 2.953,125.00 


DEAL DESCRIPTION 

Purchase^ 90% of the equity jn Bob W-st Treasure. L..L.C. (“Bob West”). Bob West is a special purpose vehicle created 
to be counterparty for a prepay wife EEX mvoiviag $ J G5 nalhon for to 63 Bcfe of Raiurai gas. 


TRANSACTION SUMMARY 

• On Dec..28j 1999. LTM will purchase from Enron Nordj Arnerica 90% of the Bob West equity for S 2.953.125.00. 

• $2,700,0(H).OG will be in the purchase price paid to Enron North America. 

• 5255,125.00 wil] be a capital conmbution to Bob West Treasure LLC. 

» ENA will pay LJM2’5 legal and tax advisory fees upfront. 


CASH FLOW SUMMARY 

UM2, as a 90% equity holder in Bob West, is entitled to 9C% of cashflows remaining after paymeot of interest on the 
5105 nulltoft of debt 


RETURN SUMMARY 

LJM2‘s mvesnnent is expected ro yield a return of 25%. 


EXIT STRATEGY 

• LJM2 has entered into a marketing agreement with ENA, whereby ENA agrees to use its reasonable best efTorts to 
market tlw equity on LJM2’{ behalf 

• ENA will l»ve a 90 day exclusivity period during which any gain oo sale that exceeds lJM2’s targeted 25% reiura on 
investment will be split 90% to ENA and 10% to LJM2. 

• Exclusivity period ends 90 days from signing of eoniracts At that point any gais os sale that exceeds LJM2’t targeted 
25% return on investment will be split 75% to ENA and 25% to UM2. 

• It is expected a resale of the equity wiU take place within six months to coincide with reftnaaclng of *e S 105 miliion 
bridge financing. 


RISKS AND MITIGaNTS 




Refinancing nsk 

LJM2 is entitled to cashflows after debt servicing. The bridge fmaocing in pbee 
wilt seed to be refinanced within ten months. Depending on die terms of the 
refinancing, equity cashflows may not support LJM2’s targeted 25% fctuni. 

UM will have right to ipprove/rejeci terms of oennanent financing. 

Reserve risk 

EEX has sold up to 63 Bcfe under the prepay agreement. While actual 
^oduction of ttese reserves is a risk. 72% of the volumes are proved dcvel^d 
oroducing. 

Imeres: laK risk 

Ulril is cndlled to cashflows after debt servicing. The bridge financing in place 
is a floating rate facility (LIBOR‘^75bps); however, there is an existing swap 
which will be assieaed to Bob West that fixes the rate os the bridae at 7.48%. 

Operarine risk 

ENA will act as Manaeina Mcmbc; and will be rcsoonsihle for all ooeraiions. 
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approvals 

GEM Lead 

Name 

Cherv! Licshutr 


Business Utui OriginaJor 

Andrea Reed 

\ S z-'o ia^ 

Business Unit Legal 

j&c! LnBjess 



S c crfr £e44-o>.^ 

'j 


0;>GEM\Done Deai(\E£X\EezDASH_£nnin.doc 
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UM APPROVAL SHEET 


Approval Sheet should be usee to approve Enroo’s panicipanon ic aisy ransacriom involving UM Cav-mm. L.P. (“UMl") or 

j Co-InvestmeaL L.P. (‘'UM2’0- UMI and UM2 will collecnveiy be referred to as "UM". This Approval Sheet is m additioB 

to (cot in lieu of) any other Enron approvals that may be recuirod. 

GENERAL 
Deal name; Conez 

Date Approval Sheet rotnpicted; January 4, 2000 

Enron person completing this form; Trushar Patel 

Expected closing date; January 6, 2000 

Business Unit: Enron Energy Services 

Business Unit Originator Jimmie Williams 

This transaction relates to DUMl and/or [SLJM2. 

This transaction is D a sale by Enron Oa purchase by Enron Oa co-sale with Enron Da co-purchase with Enron and/or Hother: 
Invcsanent is Cortez, LLC which bolds shares jn EMW Energy Services Corp. 

Pcnoa(s) DcgodatiDg for Enron; Jimmie Williams, Cheryl Lipsbutz 
Penon(s) negotiating for UM; Michael Kopper, 

Legal counsel for Enron: Vinson & EBdns 
Legal counsel for UM: Kirkland & Ellis 

DEAL DESCRIPTION flnsen short desenption of the transaction involving/between Enron and UM; do not describe the 
underlying asset or transaction.] 

L ...1 2 will invest 5673,200 equal to 51% ownership of the Class A membership interests in Cortez, LLC with EES owning the 
remaining 49% of the Class A membership iniercsts. In mm, Conez, LLC owns 25% of the common shares (with voting rights) m 
EMW Energy Services Corp. 


ECONOMICS [Insert shon descripcioo of the Enron economics of the tiansactioD involving/beiweeo Enron and UM; do not 
describe the economics of the underlying asset or transaction.] 

The Qass A Members (including UM2) will receive 100% of cash Conez, LLC receives in the forin of dividends, distribution or 
other payment on the Oass A Common Stock of EMW Energy Services Corp. held by Cortez, LLC undl the Class A Members attain 
the targeted IRR. Upon U7vf2 receiving their targeted return, &e cash will be distributed 99.75% to EES and 0.25% to UTvO. 


Dash [Attach the DASH relating to the underlying asset or transaction. Insert brief update on the DASH if the underlying asset or 
transacdoo has changed materially since the original DASH was cotr^leied.] 
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UM approval sheet 
Pase2 


IJ^UES CHECKLIST 

Sale OpQons 

a. If drs transaction is a saif of an asset by Enron, which of the foilo»^^g opooos were considered md rt3eaed; 

DCondor SJEDl D OTnira Parry DDirec: Sale. Please explain: Chewco, Ensereo and Rawbide cor.sxjeTed. 

b. Will this transaction be the most wncficia] alternative to Enron? SYes QNo. If do, please expiaia . 

c. Were any other bids orTe.-s received in connection with this Cnnsacaon? DYes SIN’o. Please explain; LJM2 

ofTcreri this mvesengnL 

2. Prior Obligations 

a. Does this transacrion ldvoIvc a Qualified Investment (as defined in the JEDI n partnership agreement)? OYesElNo, If 

yes, please explain how this issue v.-as resolved: . 

b, Was this nansacnoc rcamrtd to be offered to any other Enron affiliate or other party pursuant to a contractual or other 

obligation? DYes EINo. If yes, please explain; . 

3. Tenns of Transaction 

a. What are the benefits ( finan cial and otherwise) to Enron in this transacrion? DCash flow □Earnings 
-EOthcr New business opDcmmitv & Deconsolidadop, 

b. Was this transaction done strictly on an arm's-length basis? SYcs DNo. If no, please explain: . 

c. Was Enron advised by any third party that this transacrion was not fair, from a finaiKial pcispccrive, to Enron? 

OYes BNo. If yes, please explain: . . 

d. Are all LJM expenses and out-of-pocket costs (including legal fees) being paid by UM? DYes SJNo. If no, is 

this market sandard or has the ecoDCmic impact of paying any expenses and out-of-pocket costs been considered when 
responding to Items l.b. and 3. b. above? HIYes DNo. 

Corqiliance 

a. Will this transaction require disclosure as a Certain Transactioo in Enron’s proxy statement? EJYes DNo. 

b. Will this transaction result in any compeosation (as defined by the proxy rules) being paid to any Enron employee? 

□Yes SlNo (Certain EES ernployees may receive cornpensarion no< directly related to this transacripn) 

c. Have all Enron employees' involvement in this traosaerion on behalf of L7M been waived by Enron’s Office of the 
Chairman in accordance with Eoroa’s Conduct of Business AiTaiis Policy? CSYes DNo. If no, please explain: 

d. Was this transaction reviewed and approved by Enron's Chief Accounting Officer? SIYes ONo. 

e. Was this cransactioo reviewed and approved by Enron's Chief Risk Officer? E)Yes DNo. 

f. Has the Audit Comminee of the Enron Coip. Board of Directors reviewed all Enron/LJM transactions within fire past 
twelve months? OYes tSTNo. Have aU recommeodatioos of the Audit Committee relating to Eoroo/UM 
transactions been taken into account in this transaction? OYes ElNo (Audit comminee has not reviewed any nnsacrions to 
dace). 
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UM approval sheet 
P pft 3 


) 


’ROVALS 

Business Unit 

Name 

Jimmie WjJJjams 

SlgnaCurt 

Date 

^ / C/^ 

Business Unit Legal 

Victi Sharr 



Enron Corp. Legal 

Rex Roecrs'Robcn Eickenrohi 



Global Finance Legal 

Scon Scfjon 


' \ Irlao 

RAC 

Rick Buv 


) 1 yT/®* 

Accounting 

Rick Causcv 

Q ill 


Executive • 

Jeff Skilline 
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Cortez Investment Summary 

D£AL NAaME: Certez IsyssTment 0atr Coatpkted: Jamury 4, 2000 

Oripnaled: Earoo Energy Services lavesttneaf Acalyits: Trusiar Patel 

Expected Dosing Date; January 6. 2000 lavestroeat Type: Equity 

Expected Fuadiag Date: January 6, 2000 


EXPECTED MAXIMUM COMITTMEyT OFLJM H 

j Capita] Commitment S675JO0 


DEAL DESCRIPTION 

Enron Energy Services, LLC {“EES**) along with strategic partners (“Investors”) is forminf EMW Energy Services 
Corp. (the “Corrftaoy”) » engage is the retail markedag and retail sale of oa rural gas, elecrricity and odsef 
conuTfodides, products and services to residcndal and small commercial aistoroers in the United Sutes. Prior to 
cash contributions from the Investors (outlined below), EES and EaroD Corp. will contribute or cause to be 
contributed (is exchange for Common Stock and Special Wamns) to the Convoy certain assets of the resideodaj 
and small commercial retail electric power and gas marketing business of EES and its affiliates. Immediately 
following die contribudon by EES and Enron Corp. the Investors will invest an aggregate of SI 00 million in 
excliange for Common Stock, Sprccial Warrants and Investot Warrants in the Con^any. 

Along with the Comsion Stock and Special Warrants issued to EES for its contribution, die Corr^ay will issue to 
EES 25,000 shares of Common Stock, which EES win promptly contribute to Cortea Energy Sen-ices, LLC 
C'Cortez”). The authorized tiKtnbersbip interests of Cortez at closing will coDsist of Oass A and Class B 
membership interests. At closing, EES will own 49% ofdie Dass A iniercsts and 100% of the CHass B interests;^' 
1JM2 will own 51% of die Class A interests. EES will be managing membci of Cortea. At closiag. die U-C 
Agreement stipulates that prior to as Im'da] Public Offering or five years from the closing date, neither of the 
owners may transfer tbei; interests in Cortez. The excepdon being that the transfer of the interests be to an 
Affrliaie of EES or Enron Corp. or Cortez Ixit only i4 at least 80% of the economic and voting interests 
repmsented by the transferred interests condnue to be held, directly or indirectly, by EES or Enron Corp. 

The following table outlines the capitalizatop of the Company foUowing coDsummation of the transacdons 
described above; 


CoBTribBtioB AmeuBt 


EIS: 

Common 

Speoial Warrants 

Assets 

Cortex; 

Cemmon 

NA 

DU: 

Common 

Special Warrants 

Investor Warrants 

$35 MM 

GE: 

Common 

Special Wanants 
lBv«*of Warrano 

$35 MM 

CalPERS: 

Common 

Special Warrants 

Investor Warrants 

$15 MM 

Ontario Teachers: 

Common 

Special Warrants 

Investor Warrans 

$15 MM 


Shares % of Cpmmcn Shares iorfmarr^ 


50,000 

50% 

225,000 

0% 

25,000 

25% 

8.750 

8.8% 

26,250 

0% 

8,065 

0% 

8,750 

8.8% 

26,250 

0% 

18,065 

0% 

3,750 

3.75% 

11,250 

0% 

7,742 

0% 

3,750 

3.75% 

11,250 

0% 

7.742 

0% 


TRANSACTION SUMMARY 

UM 2 will invest Sd73.200 equal to 5 1 % owDcrdiip of the Class A roembership interests in Cortez with ££5 
owning the remaining 49% oftbe Class A member^dp interests. In turn, Cortez owns 25% of the comnxm shares 
(with voting rights) in EMW. 
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UM Poi Approval Sheet 

RETURN SUMMARY 

The Class A Member? (mciucing LJM2) will receive 100% of ihc cash Cortez receives is ibe form of divideady 
distribution or otber pastneni on me Comiaoo Stock of the Company beid by Conez. until tbe Class A Members 
anam the targeted IRR Upoc tbe Cass A Members recetving cbeir targeted return, tbc cash will be distributed 
99.75% to EES and 0.:5% to LJM2. 


EXIT STRATEGY 

IJ?vl2 w-ill be allowed to sell its interests in Cortez at the earlier of the Initial Public OfTering date (subject to tbe 
required legal boldmg penod) or five years from dte closing date. LIM2 docs have the ability to sell prior to the 
earlier of the Inicai Public OfTering care (subject to tbe required legal bolding period) or five years from tbe 
closing date. In this case the mssfer of the tnieiesQ must be to an .affiliate of EES or Enron Corp. or Cortez if. but 
only if at least 80% of the economic and voting interests represented by the transferred inierrsts continue to be 
held, directly or indirectly, by EES or Enron Corp. 


Risks 

£MW Energy Services Corp.'s hilure to execute on its business plan to engage in tbe retail tnarkenng and retail 
sale of natural gas, electricity and otber comriMdibes, products and services to residential and small commercial 
customers in tbe United States. This would preclude the ability to proceed with an initial public ofTering in tbe 
next six to twelve months. This in rum will banper tJM2's ability to exit tbe invenmeot, as tbe uoderlyiz^ asset 
in Cortez is shares of Comiztbii of the Con^iaoy. 


tVnehouNhousum>commonVCEM\Resc(i>ctine2<iaslgan5.te 


fa$e2 
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LJM APPROVAL SHEET 


This Approval Shesi should b« us4d lo approve Enron's panicipanon in any transactions involving UM Cayman. L.P ("UMO of 
12 Co-lrvesiment. L.P. :"L'M2''). UMl and LJM2 will collectively be referred to as "UM". Tbis .Approval Shcsi is in addiuon 
.not in lieu oO any other Enron approvals that may be required. 

GENERAL 

Deal name: Yosemite 

Date Approval Sheet compieicd. February g. 2000 
Enron person completme this form: Catherine Pernot 
Expected closing date; February 15. 2000 
Business Unit: Enron Corp. 

Business Unit Originator; Bill Brown/ Douf McDowell 
This transaction relates to QUM! and/or BLiM2. 

This transaction is B a sale by Enron Da purchase by Enron Qa co-sale with Enron Da co-purchase with Enron and/or 
□other: - 

Personfs) negotiating for Enron: Bill Brown / Doug McDowell / Ben Glisan/ Nicole Alvino 
Personfs) negotiating for UM; Michael Kopper 
Legal counsel for Enron: Gareth Bohlmann 
Legal counsel for UM: Dave Lambert of Kirkland &. Ellis 
DEAL DESCRIPTION 

UM2 is purchasing Benenctijl ownership in a Delaware Business Trust (Yosemite Securities Trust I) that owns Trust Investments 
'isting of A.AA securities. U.S. obligations, and payment obligations supponrd. in whole or in part, directly or indirectly, by 
. on. The face amount of t'ne Trust Invesimeitts equals the amount of Notes and Certificates in the Trust. The Trust and Citibank 
have entered into (he Citibank Sv.-ap. which will provide for yield payments on the Ceniftcates and for certain settlement payments 
under credit events, in e.\change for actual interest payments on the Trust Investments. LJM2 intends to sell this investm en t to Condor 
within one week of purchnse. 


ECONOMICS 

UM2 is purchasing the beneficial ownership at face value for S53.750.000 to achieve a yield of 1 1 


DASH 

Included 
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UM approval SHEET 

P»Se2 

ISSUES CHraCLlST ~ 

■ Sale Options 

a. If this transaction is a sale of an asset by Enron, which of the foilowin| options were considered and rejected; 

□Condor DJEDI II DJEDI DMariaui 0£r.ScrCo DRawhide OChewco 

EThird Party □Direct Sale. 

Please explain; Enron entered into a Letter of Understanding wuh LJM2 and UMZ subseouenily entered into a simibr 
afrangement to sell the Cenificatcs to Condw. 

b. Will this transaction be the most beneficial ahernaiive to Enron? 3Yes DNo. If t>o. please explain: 

c. Were any other bids/offers received in connection with this L-ansaction? □Yes BNo. Please explain; 

• 2. Prior Obligations 

a. Does this transaction involve a Qualified Investment (as defined in the JEDI II paanership agreenent)? DYcs SNc. If 

yes. please explain how this issue was resolved; . 

b. Was this transaction required to be offered to any other Enron affiliate or other pany pursuant to a contractual or other 

obligation? DYes BNo. If yes. please explain: ^ . 

3. Terms of Trartsaction 

a. What are the benefits (finar^ial and otherwise) to Enron in this transaction? DCash flow GEamings 
EOthcr; Sale of asset to third party (full risk transfer); non<onsolidation of Yosemitc Debt on Enron’s balance sheet 

b. Was this transaction done strictly on an arm’s-length basis? EYes DNo. If no. please explain; . 

c. Was Enron advised by any third party that this transaction was not fair, from a financial perspective, to Enron? 

□Yes SNo. If ves. please explain: . 

cl. Art all UM expenses and out-of-pocket costs (including legal fees) being paid by UM? OYcs BNo. If no. is 
■his market standard or has the economic impact of paying any expensits and out-of-pockei costs been considered when 
responding to items l.b. and 3.b. above? 0Yes GNo. 

4. Compliance 

3. Will this transaction require disclosure as a Certain Transaction in Enron’s proxy statement? EYes DNo. 

b. Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employee'/ 

□Yes SNo. 

c. Have all Enron employees’ involvcmcm in this transaction on behalf of UM been waived by Enron’s Office of the 
Chairman in accordance with Enron’s Conduct of Business Affairs Policy? EYes 

d. Was this transaction reviewed and approved by Enron's Chief Accounting Officer? 

e. Was this transactioo reviewed and approved by Enron's Chief Risk Officer? 

f. Has the Audit Comminee of the Enron Cotp. Board of Directors reviewed ail Enron/UM transactions within the past 
twelve months? GYcs 0No. Have all recommendations of the Audit Committee relating to Enron/UM 
irunsactions been taken into account in this transaction? GYcs BNo. 


ONo. If no. please explain: 


DNo. 

byJTono. 


APPROVALS 
Business Unit 
Business Unit 
Business Unit Legal 
.on Corp. Legal 


Name 

Bill Brown 

- Signature 



Date . 

Dous McDowell 



Gareth Bahlmann 

'7': 

Z. it ' 

Rex Roeers 

■ -A '''' .■ / 



c 
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UM approval sheet 
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INTEROFFICE MEMORANDUM 


To: 

From; 

Date: 

Re; 

! have reviewed this proposed 1JM2 investment The 11% yield at which UM propcfses to purc.hase 
$33.75 million of the $37.5 million of Certificates of Benefida! Interest {the ’Certificates') in Yosemite 
Securities Trust ! is identical to the stated yield of these Certificaies. in addition, this 11% yield is identical 
to the yield on the remaining S37.5 million of these Certificates purchased by Citibanlc at the closing of this 
transaction in November 1999. 

As such, ! am of the opinion that the pricing at which Enron is selling these Certificates to UM reflects the 
market yield for these certificates. {LJM2 intends to resell these certificates to Condor within one week of 
Its purchase of these certificates). 

If you have any questions or comments, please let me know. 


Rick Suy 

Dave Gorte^//7''^,-y 
February 23. 2000 ^ 

LJM2 Investment in Certificates of Beneficial Interest in Yosemite SecurfJes Tnust I 
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UM2 APPROVAL SHEET 

This Approval Shes: should bs used :c approve Earws's pamciesooR as atsy sassjctions invoivmg UM Cayrrari. L.P, ("UM 1 ~) of 
■ 12 CoJavesrmsnt L.P. ("UMr"). UM! and UM2 »in collecaveiy be referred ra as “UM". This ApprovaJ She?: a in addiaon 

joi in iicu oO any other Enron approvals that maybe required. 

GENERAL ~~ * 

Deal name: Raptor 

Date Appioval She:: ccmpleied; .April IS, 2000 
Enron person completing this form: T.-Jshar Patel 
Expecied closing date; May 4, 2000 
Business Unit: Enron Corp. 

Business Unit Ongiriator Ben GJisan 

This transaction relates to DUMI and/or SLJM2. 

Tnis transaction is □ a sale by Enron Qa purchase by Enron Da co-salc with Enron Qa co-p'orchase with Enron and'or 

Soihen creation ofhedeing stnicnire . 

Pe3on(s) negotiating for Enron: Ben Glisan 
Person(s) negotiating for UM; Michael Kopper 
Legal counsel for Enron; Vinson A: Eibns 
Legal CQuasel for UM: Kirkland & EHis 
DEAL DESCRIPTION 

Talon 1 LLC ("Talon") is a special purpose cnriiy organized for the purpose of entering into certain derivative transactions. LJM2, 
through its 100% voting control ofTalon. has the unilateral ability to make the investment decisions for Taion and is not contractually 
tated to execute any derivative transactions with Enron. LJM2 will execute derivative rtansactioos with Harrier I LLC 
I .arrie:"), a wholly-owned subsidiary of Enron, to the extent those investment decisions are aligned with LJM2‘s investment 
objeriive.s, Enron, through Harrier, will offer UNO the oppomiixity to execute derivative instruments relating to both public and 
private energy and telecommunication investments made by Enron. 


ECONOMICS 

Talon's disoibudons lo equity holders will be ILmited by earnings at Taloa. To the extent there are earnings and sufTieient cash to 
distnbute, dtsorbutions will be made according to tbe following waicT^tU: 

• First, S41 million to UM2 

• Second, distributions as necessary until UM2 teceives a 30% IRR over the term of the iiruerore (unless the IRR was achieved 
through the S41 million dismbucion above) 

« Third, 100% to die special limited parmershtp interest. Hairier ! LLC, a wholly-owned subsidiary of Enron 


DASH 
See anached. 
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LJM >O>PR0VaL SH£ET 

fates 

ISSUES CHECKLIST 

1. Sale Opiions 

a. If this ransacrion is a sale cf an asset by Enron, which of Ac following options were considered and rejected: 

□Condor GJEDI II OTnird Parry □Direct Sale. PieiK explain: Not a sale of an asset by Enron 

b. Will this oansacaoc be the most beneficial altcmarive lo Enron? 2Yes DNo. If no, please explain; , 

c. Were any oAe: bidsicflers received in conucciion Ais iransacaon? QYes SNo. Please explain; Private 
smicrured finance nansachon 

2. Prior Obligations 

a. Docs Ais transaction invoKe a Qualified Avestment (as defined in Ae JEDl II partnership agreemeni)? GYes 0N'o. If 

yes, please explain how this issue was resolved: 

b. Was Ais transaction required to be ofiered to any ocher Enron afTiIiate or oAet parry pursuant to a conncrua] or oAer 

obligation? QYes 0No. if yes, please explam: . 

3. Terms ofTransacdon 

a. What are Ae benefics (financial and oAerwise) to Enron m this transaction? GCash flow GEamuigs 
0OAer Ability to hedge ma:k-io-markel exposure on invesanents A publicly and privately held companies 

b. Was Ais transaction done strictly on an arm ’S'lengA basis? 0Yes C3No. If no. please explam: - 

c. Was Enron advised by any Aird parry that this transaction was not fair, fiom a financial perspective, to Enron? 

□ Yes 3No, If yes, please explaim ^ . 

d. Are all UM expenses and oui-of-pocket costs (Achidmg legal fees) beuig paid by UM? GYes BHo. If fio, is 

Ais market standard or has Ae economic impact of paying any expenses and out-of-pocket costs been considered when 
responding to items l b- and 3.b, above? 0Yes DNo. 

^ Compliance 

a. Will Ais transaction require disclosure as a Certain Transaction A Enron's proxy statement? BYes □No. 

b. Will this transaction result in any con^nsation (as defined by Ae proxy rules) being paid to any Enron employee? 
□Yes BNo. 

c. Have all Enron employees' involvement in Ais transaction on behalf of UM been waived by Enron's Oflice of Ac 
Chairman A accordance with Enron's Conduct ofBusiness Alfairs Policy? BYes ONo. If no, please explaio: 


d. Was Ais transaction reviewed and approved by Enron's Chief Accounting Officer? BYes DNo. 

e. Was Ais transaction reviewed and approved by Enron's Chief Risk Officer? BYes DNo. 

f. Has Ae Audit Comminee of Ae Enron Coip. Board of Directors reviewed all EnrorvUM transactions within Ae put 
twelve moiiAs? GYes BNo (The Audit Committee has not held a meering sAce LrM2's formation.) Have all 
recommendations of Ae .Audit Comminee relating A EnroaUM transactions been taken Aio account A this 
nnsactioo? OYes DNo. 
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Page 3 


•PPR0VAL3 

Nijik 

Signature 

Dale 

_ osincss Unit 

Ben Glisac 



Busincii Urut Legal 




Enron Corp. Legal 

Rex Roaers 

h 

1 

. t) ■ 1^- CTf 

Global rinance Legal 

Scott Scfton 


S-i2-00 

}LAC 

Rjck Buv ’i'/TX/l 



Accouming 

Rjck Cauaev ^ 



Executive 

JcfT SxiiiinB 
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ENRON DEAL SUMMARY 


DEaL .NAME: Raptor 

Date Compieted; Apni 1 8. 2000 

Oricinatec: Enron Corp. 

Investment Analyst: Chns Loehr 

Expected Closing Date; 4,18'(X) 

Investmcni Type: Equitv 

Expected Funding Date: 5-04, 00 


I.N'MISTMENT 


LJM2 Capital Comnunnent 

5 30.000.000 


DEAL DESCRIPTION ' 

Tsion I LLC C'Taion") )S a jp«: 2 ! purpose entity organized for the purpose os’ entering into certain densative 
craosacrions. LrM2. through its !00% voting control of Talon, has uhc unilateral ability to make the invesment decisions 
for Talon and is not concacncally obligated to execute any derivative transactions ivnth Enron. LJM2 will execute 
derivative transacaons with Hamer 1 LLC ("Harrier”), a wholly-owned subsidiary of Enron, to the exiem those 
invesnnent decisions are aligned with LJM2's investmem objeenves. Enron, through Hamer, will olTer LJ?vl2 the 
opportunity to execute derivative insTumenis relating to both public and private energy and iclecommunicauon 
investments made by Enron. 

TRANSACTION* SUMMARY ~ ' 

■ On April 21. 2000, LJM2 will purchase 100% of the voting interest in Talon for $30,000,000 
» Talon is a bankruptcy remote, special purpose vehicle that will be capitalized with: 

■ LJM2’s capital investment 

• A series of forward sales on Enron shares {S500 million of gross value but 5350 million of net value after a 30% 
liquidity discount has been ascribed given the restrictions imposed on the underlying shares) resulring in ultimate 
ownership by Talon of Enron common stock 

• The sale of puts on [7 mjtlion) Enron shares with a strike of (557.50], a mamrity in (six months] from close and z 
premium due of [56] per share. 

• In exchange for the above capiulization. Talon will provide Karricr: (i) a 5400 million note whose principal ts 
convertible into dcrivarives, and (ii) a special limited partnership interest in Talon initially valued at 5 1 ,000. 

■ To limit Talon's exposure to the mark-io-market movements of the underiyittg derivative transactions. Talon and 
Harrier agree to limit the notional amount of swaps and premiums paid as follows; (i) up to SI, 5 billion notional value 
of at-the-money swaps, (ii) up to 5400 millioo of oct premiums on other derivative nnsactions, and (iii) up to SI 
billion of loss on premium paid derivatives. 

• LJM2 will have a fair market value put for its membership interest in Talon that allows LJM2 to put its interest back to 
Harrier in the event that LJM2 has not received the gfeaietof54| millioo or a 30% JRR by October 31, 2000. En«n 
has provided support for Hamier's financial obligatioo under sucb an event in the form of a guaranty. 

• At the maturiry of the structure. Talon will liquidate the excess value, if any, of the Enron shares under the forward 
sales ever the derivaave losses, if any, at Talon and any principal outstanding on the Talon note. The excess proceeds, 
if any, will be distributed to LrM2 and Harrier in accordaoce with their capital accounts and the distribution waterfall. 


INVESTMENT RETURN SUM.MaRY 
Base Case Return 

It is expected that Talon will have earnings and cash suHiciem to distribute 54 1 millioo to LJM2 within six months, 
yielding an annualized return on investment to UM2 of 76.8% 

Distributions 

Talon's distributions to equity holders will be limited by earnings at Talon. To the extent there are earnings and sufficient 
cash to distribute, distributioos will be made according to die following waterfall; 

• First, 54 1 million to UM2 

• Second, distributions as necessary untij LJM2 receives a 30% Dyi over the term of the structure (unless the IRR 
was achieved through the 54 1 million distribution above) 

• Third, 100% to the special limited partnership imeiesi. Harrier I LLC. a wholly-owbed subsidiary of Enron 
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fair Martel Value Pul 

In the event that LJM2 has not received the greater of S4 1 miDion or i 30% IRR on its invesaneni by October 3 1 . 2000, 
UM2 will have a fair market vaiue put whereby LJM2 can put its inierest io Talon back to Hairier. The fair narket vihje 
of the mcTnbcnhip interest is determined largely by Enron's stock price and is summarizrd below: 


Enron Stock Price i 

Fair Market Put Value | 

LJM2 DLR 

[557.501 1 

541.0 million T 

7d.8% 

[548.951 i 

534.5 million I 

30.0% 

[548.351 ! 

530.0 million 1 

0.0% 


fxpensea 

Enron has agreed to cover all of LJM2's accouniing and legal expenses related to this transaction. Enron will cover 
expenses related to formation of the structure as well as ongoing expenses. 


Page 2 
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approvals 




SiSBXturt 


Business Unit Originator 
Business Uait Legal 
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1JM2 APPROVAL SHEET 


Approval Sheet shouid 'tx used to approve Enron's pairicipaiion ir. any transactions involving LJM Cayman. L.P. ("LJMrT or 
[ I Co-Invesimcni. L.P. (“UMu""). UMI and LJM2 will collectively be referred to as "UM". This Approval Sheet is in 
addition to (not in lieu of; anv other Enron approvals that mav be reouired. 
genejlaI ^ ^ 


E>eaJ r.ame: ErCC Blue Dog Turbine Pu-'chase 

Date Approval Sheet completed: as of CS/ll'OO 

Enron person completing this form: Gehie.Tvlarlovr'/Keliy 

Expected closing date; 05/12/00 

Business Unit: Enron Engineering & Consiniction 

Business Unit Originator: Fred Kelly 

This transaction relates to DUM] and/or 0LJM2. 


This transaction is □ a sale by Enron Da purchase by Enron Qa co-sale with Enron Da co-purchase with Enron and/or 
3other:_An option agreement to purchase rurbines. 

Person(s) negotiating for Enron: Fred Kelly 
Person(s) negotiating forUM; Michael Hinds 


...Legal counsel for Enron; David Bargainer 
Legal counsel for LJM: Mike Edsali. Amy Harvey 


DEAL DESCRIPTION 

LJM2 will enter into a Letter of Agreement with General Electric Company to acquire the rights to purchase two PG7121EA Gas / 
Turbine Generator Sets. LJM2 will appoint EECC as its Agent to negotiate the Purchase Agreement and EECC will enter an Option 
r rment with LJM2 to acquire LJM2's rights lo purchase the two Gas Turbine Gerrcraior Sets. 

In consideration of UMIs role in facilitating this transaction. EECC will pay UM2 a non-refundable option payment of $846^78. In 
consideration for EECC acting as Agent for LJM2 in negotiating this transaction. LJM2 will pay EECC a pro-rated Agency Fee of 
$100,000 for each six months the Agency agreement is in effect 


In the event that EECC fails to complete negotiation of the Purchase Agreement by May 31. 2000 and the letter agreement is 
teminated byei^er party, EECC shall pay UM2 as liquidated damages all amounts paid by LJM2 to GE under the Letter Agreemem 
including the $2,000,000 initial payment. EECC will also reimburse UM2 fot the amount of the Agency fee payable by LJM2. and 
for all iransaction costs incurred by LJM2 as a result of such failure. The Purchase Agreement is substantially complete, however, and 
it is definitely expected that it will be executed by May 31. 2000. 

EECC will have the option to acquire the turbirtes until November 10. 2000. It is anticipated that by that date EECC will identi^' a 
profitable power project opponuniiy within Enron or with a third pany in which to utilize the turbines and will exercise its option to 
purchase the turbines from LJM2. although there is no obligation for EECC to exercise such option, 

ECONOMICS 

This transaction will require EECC to pay the above-m<mior>ed amounts to UM2. Additionally, if EECC elects to exercise its option, 
it will acquire lJM2's righu to acquire the turbines, for the then Fair Market Value of the turbines. 


This transaction will allow EECC to potentially secure these turbines off balartce sheet until it is clear on which project opportunity 

and under which structure they will be employed. 

DASH 

Please reference the approved DASH dated 04/14/00 and the approved Amendment dated 04/28/00. Please note that the LJM2 option 
premium and the commitment fee. combined, is higher than $200,000 anticipated in the original DASH. Please also note the 
liquidated damages that will apply in the event EECC is unable to ccmjplcic the negotiation of a Purchase Agreement by May 31,2000. 
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UM APPROVAL SHEET 

P**«2 

I. If this ffajuactioi! is t sait of ts iss<s by £jvt>n. wltichofthe foiiowi^t^ons were «!Rsiiiered t»i rejerad: 

□Condor OJEDI II OThird Piny ODirectSale. PieascetpUtnr this tnuisaciicB involves the purchise of 
an asset (the option). 

b. Wiil this transaction be the niosi beneficial altenmive 10 Enron? SYes ONo. If no. pleaise explain; 

c- Were any other bids/offers received in conneciioe with iMs WnsKtion? PYes SNo. Ple«e explain; in view of 

time consoaints LJM2 is considered the most expeditious vehicle for this tramacnon. Enron accounting and finance 
staff agree that the terns of the agresmtnis with LJM2 are fair and at market for UM2'$ role in this transaaion. 

2. Priw Obligations 

a. Dce$ this transaction involve a Qualified Invesitnem (is defined in the JEDI I! partnership agreernent)? OYes BNc, If 

yes. please explain how this issue was resolved: 

b. Was this transaction required to be offered to any other Enron affiliate or other party pursuant to a contractual or other 

obiigatiofi? DYes SNo. Ifyea. piease si^aia: 

3. Terms of Transaction 

a. What are the benefits (financial and otherwise) to Enron is this transaction? DCash flow DEamings 

S^her. Since there is not a specific identified use for the lurbiiies at this time, this transaction will provide a^sunting 
fiexifatlity and win avoid the need to carry the transaction on Enroa's balance sheet 

b. Was this transaction done strictly on an arra's-lengih basis? SYcs QNo. If no, please explain; 

c. Was Enron advised by any third party that *is transacaon was not fair, from a financial perspective, to Enron? 

□Yes SNo. If yes. please explain : 

d. AreallLJWexpensesandoot-of-pock«costs(includingkga!fces)beingpaidbyUM? OYe SNo. If fW. is 

this market standard or has the ecctxjmic impact of paying any expenses and out-ofipocket costs been considered when 
respondingtoiiemj l.b.andS.b.abovc? BYes DNo. 

■? Compliance 

a Will this transaction require disclosure as a Certain Transaction in Enron’s proxy statement? 0Ye* DNo. 

b. Will this tnnsactioR result in any compensation (as defined by the proxy rules) being paid to any Enron employee? 
□Yes SNo. 

e. Have all Enron employees' involvement in this uansaction on behalf of UM been waived by Enron’s Office of the 
Chairmaninaccordance wiihEnron'sConductofBusinessAffairsPolicy? 0Yes DNo. If no. please explain: 


d 'V«s this transaetion reviewed and approved by Enron's Chief Accounting Officer? EYes DNe, 

e. WssthistransacticnreviewedindapprovedbyEnron’sChiefRi^Officer? OYes PNo, 

f. Has the Audit Comminee of the Enron Corp. Board of Directors reviewed all Enron/UM transactions within the past 
twelve months? DYes 0No. (The Audit ComRunee has not held a meeting sines LJM2's formation.) Have &U 
recommendatioRs of the Audit Comminee relating to EnrorvUM transactions been taken into account tn thii 
transaction? OYes ONo. 
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PRIVATE PLACEMENT MEMORANDUM CONFIDENTIAL 

UM2 CO-INVESTMENT. L.P. 

$200,000,000 

Limited Partnership Interests 

This Private Placement Memorandum {“Memorandum") Is being furnished to prospective investon 
on a confidential basis in order that such prospective investors may consider an investment in limited 
partner interests (the 'Interests") in UM2 Co-Investment, L.P.. a Delaware limited jaitnership 
{'IJM2" or the “Partnership"), and may not be used for any other purpose. Each poleitM investor, 
by accepting delivery of Utis Memorandum, agrees not to make a photocopy or other copy or to 
divulge the contents hereof to any other person other than a legal, business, investment, or tax 
adv^r in connection with obtaining the advice of such person with respect to this offering. 

The Interests are being offered in a private placement to a limited number of accredited Investors and 
will not be registered under the Sec\iritics Act of 1933, as amended (the ‘Securities Act"), or any 
state securities laws. Accordingly, unless a dispoation s exempt from the regisiration requirements 
of such laws, the Interests mu» be held until the Partnership is liquidated In addition, the 
transferability of the Interests will be restricted by the Amended and Restated Linuted Partnership 
Agrecraenl of the Partnership (the “Pannership Agreement’). 

TlusMemr^andum Is intended to present among other things, a general cutlirte of Use objectives and 
structure of the Partnership. The Partnership Agreement, which specifies the ri^ts and obligations 
of the partners, should be reviewed thoroughly by each prospective investor. The summary of certain 
provisions of the Partnership Agreement contained herein is necessarily incomplete and qualified 
by reference tosuch Partnership Agreement Copies of the Pa.'tnership Agreement and other relevant 
material will be made available to protective investors upon request 

In making an investment decision, investors must rely on their own examination of the Partnership 
and the terms of the offering including the merits and risks involved. Each prospective investor 
or its representative may request copies of such documents, ask questions, and obtain additional 
Infoimation reasonably necessary to verify the accuracy of the information contained in this 
Memorandum. Except as provided herein, no person has been authorized in connection with this 
offering to gjve any tnformatioa or to make any representations other than as contained in this 
Memorandum. 

The Interests have not been approved or disapproved by the Securities and Exchange Commission 
(‘SEC") orany state securities commission, and neither the SEC norany state securities commission 
has passed upon the accuracy or adequacy of this Memorandum. Any representation to the contrary 
is a criminal offense. 


Merrill Lynch & Co. 
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Investment In the Interests described herein will involve significant risks, including those described 
in the section tided “Risk Factors" below, Inves&rs should iuve die financial ability and wiaingncss 
to accept the risks and lack of liquidity which are charaaerisflc of the investment described hereia 

Prospective investors are not to coosmie the contents of this Memorandum as J^al. investmest, 
business, or tax advice. Each investor should consult its own counsel, accountant, andotheradvisors 
as to legal, investment, business, tax and related aspects of a purchase of the Interests offerdl 
hereby. The Partnership is not making any representations to any offeree or purchaser of iht 
Interests repiding the leplity of an investment therein by such offeree or purchaser under 
appropriate legal Investment or similar laws. 

The Partnership reserve* the right to withdraw this ofTffing of the Interests at ai^ time and the 
Partnership and UM2 Capital Partners. LLC. a Delaware limited liability company that is the genera! 
partner of the Partnership (the "General Partner"), reserve the right to reject any commitment to 
subscribe for the Interests in wbole or in pari and to allot to any prospective investor less than the 
fiill amount of the Interests sought by such investor. The General Partner and certain related per»3ns 
may acquire for their own account a portion of the Interests. 

This Memorandum does not amstitute an offer to sell, or a solidtation of an offer to buy. any 
Interests in any juri«liction where, or to or &om any pereon to or from whom, such offer or 
solicitation Is unlawful or not authoriied. 

None of Enron Corp.. an Oregon corporation ("Enron"), and its subsidiaries has issued, or 
guaranteed any payments with respect to. the Interests, and none of Enron and its subsidiaries is 
responsible for the financial or other performance of the Partnership. 

This Memorandum includes or incorporates by reference forwvd4ooklng statements within the 
meaning of Section 27A of the Securities Act and Section 21£ of the Securities Exchange Act of 
1934, as amended. AH statements other than statements of historical facts included in this 
Memorandum, including, without iimitaticn. statements re^irding the Panneiship's friture financial 
position, business strategy, and plans and objectives, including the abili^ of the Partnership to 
participate in investment opportunities generated by Enron and Its subsidiaries, are forward-Iooldng 
statements. Important factors that could cause actual results to differ materially from those 
anticipated by the Partnership include the willingness of Enron to pensit the Partnership to 
participate in investment opportunities generated by Enron and its subsidiaries, the success of the 
Partnership in identi^g other investment opportunities, the ability of the Partnership to participate 
in such investments on terms acceptable to the Partnership, and the actual performance of tbe 
investments In which the Partnership participates. Although the Partnership believes its expectations 
are reasonable, it can give no assurance that its investment objectives will be achieved. 

No person has been authorized to give any information or to make any representation concerning the 
Partnership or the offer of tbe Interests other than the information contained in this Memorandum, 
and. if given or made, such information or representation must not be relied upon as having been 
authcHfized by the Partnership, the General Partner, or Merrill Lynch & Co. The information 
contained in this Memorandum has been compiled as of October 13. 1999 (except as otherwise 
stated herein). Certain information presented herein about Enron has been complied from publicly 
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available sources. Enron has not prepared this Memorandum and Enron has not approved or 
endorsed the contents of this Memorandum. Neither the delivery of this Memorandum at any time, 
nor any sale hereunder, shall under any circumstaiKCS create an implication that the information 
contained herein is correct as of any time subsequent to such date, and none of the Partnership, the 
General Partner, arrd Merrill Lynch & Co. undertakes an obligation to update or revise the 
information contained in this Memorandum, whether as a result of new information, future events 
or otherwise. The information is from sources believed to be reliable, but none of the Partnership. 
Merrill Lynch & Co., and any other person has independently verifred the information contain^ 
herein. 

Merrill Lynch. Pierce. Fenner & Smith Incorporated has been engaged as placement agent in 
connection with the formation of the Partnership and may use its affiliates to assist in its placing 
activities. Reference in this Memorandum to “Merrill Lynch & Co." shall be deemed to include 
Merrill Lynch. Pierce, Fenner & Smith Incorporated and. where the context so permits, its affiliates 
that assist in its placing activities. 
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I. EXECUTIVE SUMMARY 


Introduction 

LJM2 Co-Investment, L.P., a Delaware limited partnership. (“LJM2’‘ or the “Partnership"), is being 
orgam 2 ed by Andrew S. Fasiow. Executive Vice President and Chief Financial Officer of Enron 
Corp., an Oregon corporation ("Enron"), to m^e privatdy negotiated equity and equity-related 
investmentsinenergy- and communications-related businesses and assets. The Partnership expects 
that Enron will be the Partnership’s primary source of investment opportunities and that the 
Partnership will (i) co-invest with Enron or its subsidiaries in new investments in, or acquisitions 
of, businesses and assets, and (ii) make investments in. or acquire an investment into-est from Enron 
or its subsidiaries relating to. existing assets or businesses owned by Enron or its subsidiaries. It is 
expected that In coimection with the foregoing Investments. Enron will retain a significant economic 
or operating interest in the businesses or assets in which the Pannershlp invests. The Partnership may 
also from time to time make investments in businesses or assets where Enron has no involvement. 
This is (he second such fund formed by Mr. Fastow targeted at investing primarily in companies 
owned or controlled by Enron. The Partnership's objective is to generate an annualized internal rate 
of return ("IRR’’) in excess of 30% to investors in the Partnership after payment of all Partnership 
fees and expenses and payment of the carried interest to the General Partner. 

Enron, headquartered in Houston. Texas, is one of the largest sellers of natural gas and electricity 
in deregulated and privatized markets on three continents. Additionally, Eru^on is the largest provider 
of energy risk management services in the world and owns the largest natural gas pipeline system 
in the U.S. Enron is also constructing a 10.000 mile nationwide fiber-optic telecommunications 
network. Enron is frequently characterized as the agent of change in the rapidly deregulating and 
privatizing energy markets and has been named the “Most Innovative Company in the World" for 
four consecutive years by Fortune. Enron currently ranks among the Fortune 100 companies with 
annual revenues of over $30 billion. Importantly. Enron has made investments of over S7 billion 
in each of the last two years in a variety of energy-related businesses and cuirentiy owns merchant 
investments of over SIO billion. Set- ‘Overview.of Enron." Under Mr. Fastow’s management, the 
Partnership expects to have the opportunity to co-invest with Enron in many of Enron's new 
investment activities and the opportunity to acquire existing Enron assets on a highly selective basis. 
This access to deal flow should provide the Partnership with unusually attractive Investment 
oppommities. 

The target size of the Partnership is S200 million. The General Partner reserves the right to accept 
additional commitments in excess of $200 million. The Partnership is expected to generate 
significant co-investment opportunities for investors in (he Partnership because the Partnership will 
be limited to investing no more than 10% of its committed capital in any one company, and the 
Genera) Partner expects many of (he opportunities the Partnership pursues to require capital in excess 
of the amount the Partnership is able to provide under this diversification limitation. Co-investment 
amounts will not be subject to a carried inieresL 

The General Partner of the Partnership will be LJM2 Capital Pariners. LLC, a Delaware limited 
liability company (the “General Partner"), an entity owned and controlled by one or more of the 
Principals (as defined below). The Partnership will be managed on a day-to-day basis by a team of 
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three investment professionals who aJl cuirently have senior level finance positions with Enron: 
Andrew S. Fastow, Michael J. Kopper. and Ben Glisan, Jr. (collectively, the ‘Principals"). The 
Principals will continue their current responsibilities with Enron while managing the day-io day 
operations of the Partnership. See- 'Risk Factors -Dependence on Key Personnel" and 'Conflicts 
of Interest - Dual Role of Principals." 

Investment Opportunity 

The Principals believe that IJM2 provides investors with an unusually attractive investment 
opportunity for the following reasons: 

Access ioSJgnWcantProprietaiy Deal Flow. Enron has extensive deal origination capability 
that is derived from approximately 2,000 fully dedicated Enron-employed origination and 
monitoring profe^ionals located around the world. The deal flow emanating from this 
origination inffastrucrure has resulted in Enron making over $7 billion of energy-related 
investments in each of the last two years and holding merchant investments of over 
$10 billion. As a result of Enron’s in-house deal sourcing capability as well as its leading 
market position in most businesses in which it operates, Enron frequently access to 
investment opportunities that are not available to other investors. The Partnership expects 
to benefit from having the opportunity to invest in Enron-generated investment opportunities 
that would not be available otherwise lo outside investors. 

Emvn ’s Investment Uecerd. Enron’s record as a successfid investor is reflected in returns 
it has generated for its shareholders as meastired by the appreciation In its common stock, 
which, from Jani^ry 1. 1990, through September 30, 1999, has increased $41% (price 
inaease plus assumed re-invesiment of dividends), as compared to returns of 363% for the 
S&P 500 and 141% for the Energy Index for the same period. Furthennore, Enron has 

successfully managed two institutionally funded private equity partnerships. Joint Energy 
Development Investments Limited Partnership (“JEDI 1") and Joint Energy Development 
Investments n Limited Partnership {“JEDI II"), which have generated (or are estimated to 
generate, as the case may be) an after payment of fees and expenses of the partnership 
and payment of a carried interest if any. to (he partnerships' general partners (each, a “Net 
IRR") of 23% and 194%. respectively, compared to targeted IRRs for the partnerships on 
Invested capital before fees, expenses, and carried interest (a 'Gross IRR”) of 15% and 20%, 
respectively. The GefieraJ Partner believes that a significant portion of this superior 
performance can be attributed to the quality of investment opportunities sourced by Enron. 
See - "Summary of Investment Experience." 

Enron 's C^pabilities to Analyze and Strucrure Investments and Operate Assets. Over the 
years. Enron has developed a rigorous process of investment analysis, which employs 
approximately 130 professionals in varying disciplines such as engineering, research, cedit, 
tax, legal, accounting, insurance, and risk analysis. As LJM2 expects that it primarily will 
be investing in assetsin which Enron has an interest, it should benefit from Enron’s expertise 
in all areas relating lo the investment in and management of energy and communications 
assets, including the physical and financial risk management of energy assets and extensive 
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operating capabilities in all aspects of the energy industry and certain aspects of the 
communications industry. 

The Ability to Evaluate Investments with Full Knowledge of the Assets. Due to their active 
involvement in the investment activities of Enron, the Principals will be in an advantageous 
position to analyze potential investments for UM2. The Principals, as senior financial 
officers of Enron, will typically be familiar with the investment opportunities LJM2 
considers. The Principals believe that their access to Enron's information pertaining to 
potential Investments will contribute to superior returns. 

Speed and Knowledge Advantage ofLJMZ. LJM2 will be positioned to capitalize on Enron ’s 
need to rapidly access outside capital due to the Principals’ familiarity with Enron’s assets 
and their understanding of Eruon's objectives, whidi should facilitate lJM2's ability to 
quickly execute transactions. This ability to act quickly is invaluable to Enron and should 
en^nce the flow of opportunities for LJM2. 

Investment and Financial Expertise of Principals. The Principals are a group of highly 
talented financial professionals with extensive experience originating and structuring 
complex transactions. This experience has given the Principals the ability to create 
innovative financial structures around investments, which should enhance returns to 
investors in LJM2. The Principals have been involved in managing jEDI I and JEDI IL 

The Priadpab 

The day-to-day activities of the Partnership will be managed by Messrs. Fastow, Kopper, and Glisan. 
Each of the Principals has spent a significant portion of his professional career in energy and 
communications investing, structured finance, and risk management (including substantial 
involvement in the organization, operation, and investment management of each of JEDI I and 
JEDI n), and, as a team, the Principals possess specific expertise necessary to maximize the 
Partnership’s performance. 

Andrew S. Fastow. Executive Vice President and Chief Financial Officer of Enron, has been the 
Chief Financial Officer of Enron since 1997: prior to that, he was a Managing Director and principal 
financial officer for Enron Capital & Trade Resources Corp. ("ECT"). Enron’s principal merchant 
and investing subsidiary. In these capacities, he has been involved in structuring and managing many 
of Enron’s Investments. Mr. Fastow has been with Enron for nine yean. Michael J. Kopper, 
Managing Director in Enron’s Global Equity Markets Group, is responsible for Enron’s Global 
Equity and Structured Finance businesses. He has been with Enron for five years. Ben Glisan, Jr., 
Vice President in Enron’s Global Equity Markets Group, is primarily responsible for Enron's 
structured finance activity. Mr. Glisan has been with Enron for three years. Summary biographies 
of the Principals are included elsewhere in this Memorandum. 5ee - “Management of the 
Partnership ~ Biographies of the Principals.” 

The Principals will remain employees of Enron and will devote such of their business time and 
attention as they deem reasonably necessary to manage the affairs of the Partnership, subject to their 
obligation to devote their business time and attention primarily to the discharge of their 
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responsibilities as senior financial officers of Enron. The Partnership should also benefit indirectly 
from lime spent by the Prindpals in evaluating and structuring investments for Enron, as many of 
these investments may become candidates for investment by the Partnership. 
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II. INVESTMENT STRATEGY 


Investment Strategy 

1JM2 believes that it will be uniquely positioned to capitalize on Enron’s need for outside capital 
due to the Principals’ familiarity with Enron’s assets and their understanding of Enron's objectives 
and LJM2's ability to quickly execute traitsactlons. This ability to act quickly is valuable to Enron 
and should result in a steady flow of opportunities for the Partnership to make investments at 
attractive prices. In order to fully capitalize on its advantages. LJM2 will seek to Implement the 
following investment strategy: 

Invest with Enron. LJM2 expects that Enron will be IJM2’s primary source of Investment 
opportunities and that 1JM2 will (i) co-invest with Enron or its subsidiaries in new 
investments in, or acquisitions of, businesses and assets, and (ii) make investments in. or 
acquire an investment interest from Enron or its subsidiaries relating to, existing assets or 
businesses owned by Enron or its subsidiaries. LJM2 may, however, make investments in 
businesses or assets where Enron has no invotvemenL 

Invest in Assets and Businesses Where (he Seller Retains an Ongoing Economic Interest. 
LJM2 will typically require that the seller (expected to be Enron in most cases) retain a 
significant ongoing economic or operating interest in the assets. By requiring Enron to retain 
a significant economic or operating interest in Its deals. IJM2 should ensure that it will have 
access to the significant resources of Enron in order to manage assets on an ongoing basis. 

Capitalize on FinandaJ Expertise. Once a target Investment has been identified, the 
Principals will seek to enhance the risk/retum profile of such investment through the use of 
innovative transaction structures and will implement rigorous risk management techniques 
in order to seek to protea investments from downside risk. 

LJM2 will typically seek to exit transactions either by negotiating co-sale rights or by securitizing 
and placing investments into the capital markets. LJM2 ^ii^y have no hold restrictions and 
may also individually re-market an investment to industry and financial investors. 

Rationale for Enron Providing Investment Opportunities to LJM2 

Enron has been active in making investments over the past seven years. It is notable that, as of June 
30. 1999, Enron had S34 billion of assets on its balance sheet, but was owner or manager of assets 
in excess of $51 billion (the difference between these numbers represents the amount of assets 
financed off-balance sheet, often through co-investment partnerships or joint ventures) . When Enron 
acquires an investment, it may decide to reduce its operating and financial risk by selling a portion 
of its investment to co-investors; in many cases, it seeks to maintain an active or controlling role in 
the underlying investment 

'The pace of sales of investments by Enron to co-investors has increased recently for three reasons. 
First, Enron’s investment opportunities continue to accelerate. ”016 global energy markets in which 
Enron is a leading participant exceed S 1 trillion per year in revenues. The natural gas and electricity 
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industries are among the most capita] -intensive industries in the world. Enron, as one of the leaders 
in these industries on three continents, must invest significant amounts of capital in order to retain 
and eiihance its leadership position. Enron has also recently emeied the communications business, 
which has significant investment opportunities as well. 

Second, Enron's growth capital is derived ftona the sale or partial sale of investments. To capitalize 
on its unique growth (as evidenced by its more than SIO billion in merchant investments and its 
abili^ to invest S7 billion a year for the past two years), Enron must have significant capital 
resources. Althou^ investments in the nati^ gas. electricity, and communications industries may 
have very attractive rates of return, such investments often do not generate cash flow or earnings in 
the first several years. Lack of cash flow may restrict a company's ability to finance the investment 
with debt, and lack of cunent earnings may restrict a company’s ability to issue public equity. By 
bringing in co-investors or by disposing of portions of investments, Enron can finance substantii 
growth and make investments while maintaining its investment grade aedit rating, meeting current 
earnings expectations, and retaining desired financial and operating Involvement in Its investments. 

Third, in addition to the equity return earned on its investments, a significant portion of Enron's 
eaminp is derived fri>m fees garnered fiom the physical marketing of commodities, price risk 
management (related to (hose commodities), and asset development and management 
Notwithstanding that the initial investment is still generating significant returns, in order to invest 
in new, additional fee-generating assets. Enron may sell down investments. 

As a result of Enron's substantial Investment oppominities and because of its need to optimize i& 
financial flexibility, the Principals expect that Enron will continue to seek co-investoia or to dispose 
of portions of investments. The Partnership's strategy will be to capitalize on Enron’s neetb by 
being a value-added investor for Enron through the Partnership's ability to invest quickly and its 
ability to structure deals that match Enron's objectives. 

Profiles of Selected Elxample Investments 

Described below are three transactions that Enron either has completed or is in the process of 
completing and that are representative of the types of investments in which IJM2 rmght participate: 

East Coast Power LLC ~ Co-investment with Enron In February 1999, JEDl II (whose partners are 
Enron (or a subsidiary thereof) and California Public Employee Retirement System ("CalPERS")) 
formed East Coast Power LLC (“East Coast Power*) in order to acquire assets from Cogen 
Technologies Croup for a total of S1.5 billion. East Coast Power indlre^y owns equity interests 
in three combined-cycle natural gas co-generation power plants in New Jersey. Each plant sells 
electricity to investor-owned utilities in New York or New Jersey pursuant to long-term power 
purchase agreements. The facilities have a combined nameplate capacity of 1,037 megawatts of 
electiical power production. By securitizing the power purchase agreements. Enron was able to 
reduce the equity capital requir^ to finance the acquisition from 30% to 9% of total capitalization. 
This generated base case equity returns in excess of 20% compared to similar projects that typically 
generate returns in the low teens. In July 1999, JEDI n sold approximately 50% of its ownership 
interest in East Coast Power to a third party, generating a Gross IRR of 5048% for the portion of the 
investment sold. Messrs. Fastow and Kopper were involved in the structuring of this transaction. 
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Project Margaux - Investment in Existing Enron Assets. Enron is currently working on Project 
Margaux. a new structured finance transaction that monetizes the dividend streams of 5ve European 
assets developed or acquired by Enron over the past 1 Oyears. In this transaction, Margaux Holdings, 
a newly formed entity, is expected to acquire indirect equity interests in the five European assets 
from Enron. Project Margaux would be capitalized with approximately $525 million of high yield 
debt or bank debt and approximately $50 million of equity. Repayments of the high yield issuance 
or bank facility and a return to the equity investors will come from the distributions made by the 
individual projects to their equi^ owners. 

Enron Energy Services - Investment in an Existing Enron Business. In 1997, Enron created a new 
business unit named Enron Energy Services ("EES"). Unlike Enron’s existing businesses, which 
were selling energy products and services at the wholesale level, RES was developing a business 
model to sell products ‘'around” the utility and directly to various end-users. While this market had 
been open previously on a limited basis, new legislation at the state levels was pending that would 
open much of the $300 billion market to competition. Mr. Fastow helped Enron obtain Investments 
in EES by two pension funds totaling $165 million in exchange for 8.7% of the equity of EES. 
Based on these investments, (he implied market value of EES at the time of the investment was $ 1.9 
billion. Equi^ research analysts currently estimate the value of EES to be between $4 billion and 
SIO billion, which would generate an estimated Gross IRR of between 77% and 229% if the 
investors were to liquidate the investment at year-end 1999. 

Dual Role Advantages 

Mr. Fastow will continue to hold the titles and responsibilities of Executive Vice President and Chief 
Financial Officer of Enron, and Messrs. Kopper and Glisan will continue to serve as senior financial 
oifrceis of Enron, while acting as the owners and managers of the General Parmer. As a result, 
investors in the Partnership should benefit from Mr. Fastow’s and the other Principals' dual roles 
which will facilitate the Partnership's access to Enron deal flow. The Principals' dual roles in 
managing the Partnership while remaining employed as senior financial officers of Enron, however, 
raise certain conflicts of interest that could affect the Partnership. See • ‘Conflicts of InteresL” 
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m. INVESTMENT HIGHLIGHTS 

The Principals believe that the Partnership represents an attractive investment opportunity for the 
following reasons: 

Access to SignificaDl Proprietair DeaJ Flow 

Enron has extensive deal origination capability that is derived from approximately 2.000 fully 
dedicated Enron-employed origination and monitr^g professionals located around the world. The 
deal flow emanating from this origination Infrastnicnire has resulted in Enron maldng over S7 billion 
of energy-related investments in each of the last two years and holding merchant investments of over 
SIO billion. 

Enron's leadership position in the markets In which it competes also creates proprietary investment 
opportunities for Enron. The global energy markets in which Enron is a leading partidpant exceed 
SI trillion per year In revenues. The forces of deregulation and {^vatiaation are driving the 
restructuring of this enormous Industry. As gas and electridty markets have opened up in the U.S. 
and internationally. Enron has consistently been or has become a market leader. In most deregulated 
markets in which it operates, Enron sells more gas and electridty than any of its competitors, 
including the incumbent utilities. This market leader position has led to unique and proprietary 
investment opportunities for Enron. Enron has recently entered the communications business, which 
has significant investment opportunities as well. 

As a result of Enron's in-house deal sourcing capability as well as its leading market position in most 
businesses in which it operates, Enron frequently has access to investment opportunities that are not 
available to other Investors. Tlie Partnership expects to benefit from having the opportunity to invest 
in Enron-generated investment opportunities that would not be available otherwise to outside 
investors. 

Enron’s Investment Record 

Enron's record as a successful investor is reflected in returns it has generated for its shareholders as 
measured by the appredation in its common stock, which, from January 1 . 1990. throu^ September 
30, 1999. has increased 641% (price inaease plus assumed re-investment ofdividends), as compared 
to returns of 363% for the S&P 500 and 141% for the S&P Energy Index for the same period. 
Furthermore. Enron has successfully managed two institutionally funded private equity partnerships, 
JEDI I and JEDI H. which have generated (or arc estimated to generate, as the case may be) Net KRs 
to outside investors of 23% and 194%, respectively, compared to targeted Gross IRRs of 15% and 
20%, respectively. See- “Summary of Invcstroeni Experience." 

Enron’s Capabilities to Analyze and Structure Investments and Operate Assets 

A key element of Enron’s ability to create value has been its ability to structure and implement 
complex transactions. Over the years, Eiuon has developed a rigorous process of Investment 
analysis, which employs approximately 1 30 professionals in varying disciplines such as engineering, 
research, credit, tax. legal, accounting, insurance, and risk analysis. This aeative approach to 
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Structuring many of its investments has enabled Enron to mitigate downside risk, provide 
opportunities for early return of capital, enhance its returns, and provide additional upside 
opportunity. The Principals have been the key architects of many of these innovative structures and 
will employ such structures, where appropriate, for the benefit of investments made by LJM2. Since 
LJM2 expects that it primarily will be investing in assets in which Enron has an interest, it should 
benefit from Enron’s expertise in all areas relating to the investment in and management of energy 
and communications assets, including the physical and iinandal risk management of energy assets 
and extensive operating capabilities in all aspects of the energy industry and certain aspects of the 
communications industry. 

The Ability to Evaluate Investments with Full Knowledge of the Assets 

Due to their active involvement in the investment activities of Enron, the Principals will be in an 
advantageous position (o analyze potential investments forIJM2. The Principals, as senior financial 
officers of Enron, will typically be familiar with the investment opportunities the Partnership 
considers. The Ihincipals believe that their access to Enron’s information pertaining to potent!^ 
investments will contribute to superior returns. 

Speed and Knowledge Advantage of IJM2 

LJM2 will be positioned to capitalize on Enron's need to rapidly access outside capital due to the 
Principals' familiarity with Enron’s assets and their understanding of Enron’s objectives. The 
Principals' positions at Enron should enable them to recognize investment opportunities early, to 
make decisions quickly, and to structure investments to meet UM2's and Enron’s objectives. This 
ability to act quickly is invaluable to Enron and should enhance the flow of oppominlties for the 
Partnership. 

Investment and Financial Expertise of Principals 

The Principals are a group of highly talented financial professionals with extensive experience in 
originating and structuring complex transactions. This experience has given the Principals the ability 
to aeate innovative financial structures around investments, which should enhance returns to 
investors in LJM2. The Principals have been involved in managing both JEDI I and JEDI tl. 
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IV. SUMMARY OF INVESTMENT EXPERIENCE 

The Principals have e^ctensive experience in originating, structuring, and executing complex 
transactions, and each has had extensive involvement in the organization, investment activity, and 
operations of JEDI I and JEDI H. The Principals believe that the performance information regarding 
JEDI I and JEDI II presented below will be useful to investors considering an investment in LJM2 
because of the PrindpaJs’ involvement in JEDI I's and JEDI II*s Investment activity, and because 
the investments made by those partnerships are indicative of some of the types of investment 
opportunities that will be available to IJM2. Prospective investors should note that past 
performance is not necessarily indicative of future results, and there can be no assurance that LJM2 
will achieve comparable results. Prospective investors should also note that there are material 
differences between LJM2 and each of JEDI 1 and JEDI D, including overlapping but different 
Investment mandates (JEDI I and JEDI II target co-investment witir Enron in new energy 
Investments, but cannot purchase existing investments from Enron) and different profit-sharing 
arrangements among the partners, which should be considered wben evaluating the mvesimem 
performance information presented below. 

JEDI I was formed in 1993 with $500 million of capital commitments. Enron and CalPERS each 
contributed $250 rruUion to JEDI L Enron Capita) Management. L.P.. an affiliate of Enron, is the 
genera] partner of JEDI I. The investment guidelines for JEDI I were to achieve a Gross IRR of 1 5% 
by investing in new investments (primarily natural gas-related) made by Enron in the debt, equity- 
llnJced, and equity securities of energy companies located in the U.S. Using a combination of 
contributed capit^. debt financing, and reinvestment of investment proceeds, JEDI I Invested S2.1 
billion in 63 separate transactions. Upon a sale of its interest in JEDI I in 1997, CalPERS realized 
$383 million on its $250 million of contributed capital, generating a Net IKR to CalPERS of 23%. 

JEDI II was formed in 1997 with $1 billion of capital conunltments. Enron and CalPERS each 
committed $500 million to JEDI n. Enron Capital Management U Limited Partnership, an affiliate 
of Enron, is the general partner of JEDI H. The investment guidelines for JEDI n are to achieve a 
Gross IRR of 20% by investing in new investments (energy-related) made by Enron in debt, equity- 
linked, and equity securities of energy companies located in the U.S. and internationally. Using a 
combination of contributed capital, debt financing, and reinvestment of investment proceeds, JEDI 
H has invested $810 million in 31 separate transactions (o date. As of June 30. 1999. the partners 
of JEDI n had made capital contributions to JEDI n of $237. 5 million. The Principals estimate that. 
If JEDI H’s unrealized investments had been liquidated for their then fair value and JEDI D had been 
liquidated as of June 30, 1999. the unrealized value of CalPERS’ $118.8 iruUion of contributed 
capital would have been $214,7 million, generating a Net IRR to CalPERS of 194%. 

The estimated value of JEDI Q's investments is determined in accordance with the frir value 
accounting methodology. Generally, an investment's “fair value" is an estimate, based on a variety 
of factors, of the amount that may be realized cunentiy upon an orderly disposition of such 
investment: under the fair value accounting methodology, the carrying value of investments is 
periodically increased or decreased to reflect changes In their fair value, even where no realization 
event has occurred. For publicly traded securities, fair value Is based upon quoted market prices; for 
securities that are not publicly traded, fair value is determined based on other relevant factors, 
including dealer price quotations, price activity for comparable instruments, and valuation pricing 
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models. "Fair vaJue" is only an estimate of cunent value for an unrealized investment The actual 
realized return on all unrealized Investments will depend on the value of the investments at the time 
of disposition, any related transaction costs, and the manner of disposition. Acconiin^y. the actual 
realized returns on all unrealized investments may differ materially for the values indicated herein. 


Summary of Investment E3cpcriei3ce‘“^ 

(S in millions, as of June 30. 1999) 





Value 



Partnership 

Year 

Established 

Contributed 

Capita] 

Realized 

Estimated 

Unreal 

Total 

Net IRB'" 

JEDII 

1993 

S25Q.O 

J383.0 

JO.O 

$383.0 

23% 

JEDin 

1997 

118.8 

0.0 

214.7 

214.7 

194% 


“This table preseuts Investmeot perfcrniaace infonnados for the outside bvestor io each of J£1M 1 and J£Di Q. 
Tbe amounts sbowo under the headings 'Cootributed Capital.* *Reali2ed,' ’Estimaied Unrealized.* 'Total,* and 
'Net IRR* represent tbe performance Investmeat for such outside investor. 

'^Unrealized values are accounted for under the fair value accounting methodology. Generally, an investment’s 
'fair value* is an estimate, based on a variety of factors, of tbe amount that may be realized currently upon an 
orderly disposition of such investment under tbe fair value accounting methodology, the carrying value of 
invesunenls is periodically increased or decreased to reflect changes irt their fair value, even where no realization 
event las occurred. For publicly traded securities, fair value is based upon quoted marl^et prices. For securities 
that are not publicly tnded. fair value is determined based on other relevant factors, including dealer price 
quotations, price adivity for con^rarable instruments, and valuation prierng models. 

“The fees, expenses, and carried interests of JEDI I and JEDI D are difTer^ent from the proposed terms of tbe 
Partnership. 
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V. MANAGEMENT OF THE PARTNERSHIP 


Overview 

The General Partner of the Partnership is LJM2 Capital Partners. LLC, a Delaware limited liability 
company owned by one or more of the Principals. The manager of the Partnership is LJM2 Capiti 
Management, LP.. a Delaware limited partnership ('Manager"), and as such will manage the day-to- 
day affairs of the Partnership. The Manager is owned, directly and indirectly, by the Principals. 
Each of the Principals is and will remain an employee of Enron. Enron ’s OfBcc of the Chairman has 
waived certain provisions of Enron’s employee code of conduct to permit the Principals to form and 
operate the Partnership, and Enron’s Board of Directors has ratified that waiver as it applies to Mr. 
Fastow. The Principals will devote such of their business lime and attention as they deem reasonably 
necessary to manage the affairs of the Partnership, subject to their obligation to devote their business 
time and attention primarily to the discharge of their resporxsibilities as senior financial officers of 
Enron. The Partnership should also benefit indirectly firom time spent by the Principals in evaluating 
and structuring investments for Enron, as many of these investments may become candidates for 
investment by the Partnership. The Principais also have plans to hire additional personnel to provide 
support services to the Partnership. Furthermore, the Martager will enter into a support services 
agreement with Enron, pursuant to which the Manager will receive and pay for certain support 
services from Enron. See - "Risk Factors - Dependence on Key Personnel." 

Conflict of IntereA 

One of the most challenging due diligence issues for the Partnership is the potential for a conflict as 
a result of the Principals' dual positions as Enron employees and Principals of the Partnership. See 
- "Risk Factors - Dependence on Key Personnel" and “Conflicts of Interest - Dual Role of 
Principals." Several steps have been taken to assure that the conflict-of-interest Issue is fully vetted 
and appropriate procedures are put Ln place to allow for operation of the Partnership In situation 
where conflicts arise. The Partnership will establish an Advisory Comminee (as defined below) to 
provide for an independent review of decisions made by the General Partner In a situation where the 
General Partner believes a conflict of interest exists. In addition. Richard Causey, Executive Vice 
President and Chief Accounting Officer of Enron, will, in behalf of Enron, monitor and mediate 
conflict-of-interest issues between Enron and the Partnership. 

Biographies of the Principals 

The following are professional biographies of the Principals. Each of the Principals has spent a 
significant portion of his professional career in energy and communications investing, structured 
finance, and risk management, and. as a team, the Principals possess the specific expertise necessary 
to maximize the Partnership’s performance. 

Andrews. Fastow 

Andrew S. (Andy) Fastow, 37, Is Executive Vice Resident and Chief Financial Officer of Enron, 
and, as such, is responsible for Enron's finance and treasury activity. Previously, Mr. Fastow was 
a Managing Director with ECT. HejoinedECTin 1990 lo develop the company’s funding business 
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and (0 obtain and manage the debt and equity capital required for ECT’s third- party fmance business 
as well as for ECT’s physical and financial acquisitions and investments. During 1996, Mr. Fastow 
led the development of Enron's retail energy business. Nt. Fastow was named CFO of Enron in 
1997 and Executive Vice President of Enron in 1999. 

Mr. Fastow has been responsible for the formation and operation of three private equity partnerships 
while at Enron. Currently, Mr. Fastow owns the general partner of LJM Cayman. L.P.. a Cayman 
Islands excepted limited partnership ("UMl”), an investment partnership with total capital 
commitments of $16 million. LJMl was formed in 1999 with objectives that are substantially 
similar to those of 1JM2. 

Prior to joining ECT, Mr. Fastow served as senior director in Continental Bank’s Asset 
Securitization Group in Chicago, where be structured short- and medium-term asset backed 
securities for commercial banks, leasing companies, and corporate clients. 

Mr. Fastow received a B.A. in Economics and Chinese Tufts University and an M.B.A. in 
Finance from Kellogg Graduate School of Management at Northwestern University. 

MichaelJ. Kopper 

Michael J. Kopper, 34. is a Managir^ Director In Enron’s Global Equity Markets Group. He also 
manages the general partner of Chewco, an investment fund with approximately $400 million in 
capital commitments that was established In 1997 to purchase from Enron an interest in a defined 
pool of Enron assets. Prior to his current position. Mr. Kopper was a Managing Director in Enron 
Capital Management (in its Structured Finance Group) arran^g financing for electric power 
projects, oil and gas producers, other supply-side customers, and end-users such as local distribution 
companies and co-generation facilities. 

Before joining Enron. Mr. Kopper was employed by Toronto Dominion Bank from 1991 to 1994. 
There he specialized in negotiating and structuring projea financings. His client focus was primarily 
non-regulated subsidiaries of electric utility companies, independent power producers, and natural 
gas pipeline companies. Mr. Kopper specialized in off-balance sheet project and structured 
financings relyirm on the intenelationship of cash flows as an economic basis for investment. These 
Investments included natural gas pipelines, natural gas storage fields, and electric co-generation 
facilities. 

From 1988 to 1991, Mr. Kopper was at Chemical Bank where he assisted marketing officers and 
transaction officers in documenting and closing a variety of financings aaoss a broad spectrum of 
clients. At Chemical Bank, he focxised on non-recourse faciliti^ and project financings in the energy 
and utility sectors. 

Mr. Kopper received his B.A. in economics from Duke Universi^ and completed his graduate woric 
in accounting and finance at the London School of Economics. 
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Ben Glisan. Jr. 

Ben Glisan, Jr., 33, is a Vice President in Enron's Globa] Equity Marfcels Group. Prior to his oirrenl 
position. Mr. Glisan worked at Enron Capital Management in its Structured Finance Group. Mr. 
Glisan has worked at Enron, or an affiliate thereof, for the past three years. Mr. Glisan's 
responsibilities include leading transaction teams that execute highly complex non-recourse or 
limited recourse Joint venture and asset-based financings. 

Before joining Enron, Mr. Glisan worked at Coopers & Lybrand and Arthur Andersen. His 
responsibilities included providing accounting and finance services principally to financial 
institutions as well as helping to develop financing transaction structures. 

Mr. Glisan received his B.B.A. and his M.B.A. from the University of Texas at Austin. 
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VI. OVERVIEW OF ENRON 

Enron is one of the world’s leading International integrated natural gas and electricity companies. 
Enron's activities are conducted through Its subsidianes and affiliates, which are principally engaged 
in the transportation of natural gas through pipelines to markets throughout the U.S.: the generation 
and transmission of electricity to markets in the northwestern U.S.; the marketing of natural gas, 
electricity and other commodities, and related risk management and finance services worldwide; the 
development, construction, and operation of power plants, pipelines, and other energy-related assets 
worlrhdde; and the delivery of hi^ bandwidth communication applications throughout the U.S. 
Enron has a proven track record of creating value in markets that are deregulating ^ privatizing 
in North America. Europe, and other areas worldwide. 

Transportation and Distribution 

Enron’s transportation and distribution business is comprised of its North American interstate natural 
gas transportation systems and its electricity transmission and distribution operations in Oregon. 

Interstate Transmission of Natural Gas, Included in Enron’s domestic interstate natural gas pipeline 
operations are Northern Natural Gas Company (‘Northern *), Transwestem Pipeline Company 
(“Transwestem"), and Florida Gas Transmission Company (‘Florida Gas") (indir^y 50% ov^ed 
by Enron). Northern, Transwestem, and Florida Gas are interstate pipelines and are subject to the 
regulatory jurisdiction of the Federal Energy Regulatoty Commission. Each pipeline serves 
customers In a specific geographical area: Nor^em serves the upper Midwest, Transwestem serves 
principally the California market and pipeline interconnects on the east end of the Transwestem 
^tern. and Florida Gas serves the State of Florida. In addition. Enron holds an interest in Northern 
^rder Partners. LP., which owns a 70% interest in the Northern Border Pipeline system. One of 
Enron’s subsidiaries operates the Northern Border Pipeline system, which transports gas from 
western Canada to delivery points in the midwestem United States. 

ElectridtyTransmissiOD and Distribution Operations, Enron conducts its electric utill^operations 
through Its wholly owned subsidiary. Portland Genera) Electric Company ("Portland General*). 
Portland General is engaged in the generation, purchase, transmission, distribution, and sale of 
electricity in the State of Oregon. Portland General also sells energy to wholesale customers 
throughout the western U.S. Portland General’s Oregon service area is approximately 3,170 square 
miles. At June 30. 1999. Portland General served approximately711.000 customers. 

Wholesale Energy Operations and Services 

Enron’s wholesale energy operations and services businesses operate in North America. Europe, and 
evolving energy markets in developing countries. These businesses provide integrated energy* 
related products and services to wholesale customers worldvride. Wholesale energy operations and 
services can be categorized Into two business lines: (a) Commodity Sales and Services, and (b) 
Energy Assets and Investments. 
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Commodity SzJes and Services. Enron's commodity sales and services operations include the 
purchase, sale, marketing, and delivery of natural gas, eleciricity, liquids, and other commodities: 
the restructuring of existing long-term contracts; and the management of Enron's commodity 
portfolios. 

In addition, Enron provides risk management products and services to energy customers that hedge 
movements in price and location-based price differentials. Enron’s risk management products and 
services are designed to provide stability to customers in markets impacted by commodity price 
volatility. Also included in this business is the management of certain operating a^ets that dimlly 
relate to this business. Including domestic intrastate pipeline and storage facilities. 

Energy Assets and Investments, in the energy assets and investments business, Enron manages and 
operates assets related to natural gas, electrici^, and communications and offers financing 
alternatives to customers. Activities include developing, constructing, operating, and managing 
energy assets, including power plants and natural gas pipelines. Enron also provides capit^ to 
energy and communication customers seeking debt or equity financing. 

Retail Energy Services 

EES is a nationwide provider of energy outsource products to U.S. business customers. These 
services include sales of natural gas and electricity and energy management services directly to 
commercial and industrial customers as well as investments in related businesses. EES provides 
end-users with a broad range of energy products and services at competitive prices. These products 
and service include energy tariff and infonnation management, demand-side services, and financial 
services. 

Communications 

Enron is building a long-haul fiber-optic network on strategic routes throughout the United States 
to aeate the nation’s fi^ Pure IPSM (Internet Protocol) backbone known as the Enron Intelligent 
Network (the "BIN*). The BIN. which is enabled with intelligent messaging software, enhances 
Enron's existing national fiber-optic network to bring to market a reliable, bandwidth-on-demand 
platform for delivering data and applications and streaming rich media to the desktop. Enron's 
strategy is based on a business model that offers immediate natioital reach while capital 

deployed through strategic alliances with industry technology leaders whose presence, customer 
access, market share, and content enable Enron to efficiently enter this new, emerging marketplace. 

Available Information 

Enron is subject to the informational requirements of the Securities and Exchange Act of 1934, as 
amended, and in accordance therewith Wes reports, proxy statements, and other information with 
the Securities and Exchange Commission ("SEC*'). Such reports, proxy statements, and other 
information may be Inspected and copied at the public reference facilities maintained by the SEC 
at 450 Fifth Street, NW, Room 1 024, Washington, DC 20549, and at the following regional offices 
of the SEC: Midwest Regional Office, Citicorp Center, Suite 1400, 500 West Madison Street, 
Chicago. IL 60661-2511; and Northeast Regional Office, 7 World Trade Center, New York. NY 
1 0048. Copies of such materials may also be obtained from the Public Reference Section of the SEC 
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at 450 Fifth Street. NW. Room 1024, Washington, DC 20549, at prescribed rates or ftoin the site 
maintained by the SEC on the World Wide Web at http://www.sec.gov. Enron’s common stock is 
listed on the New Yoric, Chicago, and Pacific Stock ^changes. Reports, proxy statements, and 
other information concerning Enron may be inspected and copied at the respective offices of these 
exchanges at 20 Broad Street. New York, NY 10005; 120 South LaSalle Street. Chicago. IL 60603; 
and 301 Pine Street, San Francisco, CA 94014. 

Certain of the information herein relating to Enron has been taken from reports filed by Enron with 
the SEC. The information regarding Enron herein is qualified by the other information in such 
reports, including information regart^g forward-looking statements. 
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VII. SUMMARY OF PRINCIPAL TERMS 

This Suinniaiy of Principal Tenns is qualified by reference to the Partnership Agreement of the 
Partnership and the Subscription Agreement relating thereto (collectively, the "Agreements"). This 
Memorandum and forms of the Agreements should be reviewed carefully. 

The Partnership: LJM2 Co-Investment. LP., a Delaware limited partnership 

(the "Partnership"). 


Investment Objective and 
Focus: 


The General Partner: 


The Manager: 


The Principals: 
Committed Capital: 


The objective of the Partnership is to achieve significant 
long-term capital appreciation through privately negotiated 
equi^ and equi^-related Investments (“Investments") in 
companies principally engaged in energy- or 
commujucations-related businesses. The Partnership 
expects that Enron will be the Partnership 's primary source 
of investment opportunities and that the Partnership Nvill 
(i) co-invest with Enron or its subsidiaries in new 
investments in, or acquisitions of, businesses aird assets, 
and (ii) make investments in. or acquire an investment 
from Enron or its subsidiaries relating to. existing assets or 
busine^es owned by Enron or its subsidiaries. It is 
expected that in connection with the foregoing 
Investments. Enron will retain a significant economic or 
operating interest in the business or assets in which tire 
Partnership invests. The Partnership may also from time to 
time make Investments in businesses or assets where 
Enron has no InvolvemenL 

LJM2 Capital Partners, LLC, a Delaware limited liabili^ 
company (the "General Partner") owned by one or more of 
(he Principals. 

LJM2 Capital Management. LP.. a Delaware limited 
partnership (the “Manager") owned by the Principals. 

Andrew S. Fastow, Michael J. Kopper, Ben Glisan, Jr. 

The Partnership is targeting an aggregate of SZOO million 
in capital commitments from prospective investors 
("Limited Partners"), although the General Partner 
reserves the right to accept capital commitments in an 
aggregate amount less than or greater than $200 million. 
The minimum capital commitment for a Limited Partner in 
the Partnership will be $5 million; provided that the 
General Partner reserves the right to reduce the minimum 
capital commitment for selected investors. 
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Sponsor Coaimitnient: 


Management of the 
Partnership: 


Commitment Period: 


Term: 


Initial and Subsequent 
Closings: 


The General Partner will commit to invest, or cause the 
Manager or other affiliates to invest, a minimum of one 
percent (1%) of the Partnership's aggregate capital 
commitments in or alongside the Partnership (the “Sponsor 
Commitment"). The Sponsor Commitraeot may be 
inaeascd (but not decreased) by up to $1 million annually. 

The General Partner will manage the Partnership and will 
have sole disaetionaiy authority with respect to 
Investments. The Manager will manage the day-to-day 
affairs of the Partnership in behalf of the General Partner. 

All partners of the Partnership (“Partners") will be 
obligated to fund their capital commitments during the 
period (the "Commitment Period") commencing on the 
initia] closing date and ending on the third anniversary of 
the final dosing date, and thereafter, to the extent 
necessary, to: (i) cover expenses, liabilities, and 
obligations of the Partnership, including Management 
Fees: (ii) complete Investments by the Partnership In 
transactions whdch were in process as of (or contemplated 
by the lenns of securities held by the Partnership prior to) 
the end of the Commitment Period; and (iii) effect 
additional Investments in companies in which the 
Partnership had an Investment as of the end of the 
Commitment Period (in an aggregate amount not to exceed 
10% of the Partnership's capital commitments). 

The Partnership will have a term often years from the date 
of the final closing of the Partnership, but may be extended 
at the discretion of the General Partner for up to a 
maximum of two additional one-year periods to facilitate 
an orderly liquidation of the Partnership’s assets. 

An initiaj closing of the Partnership will be held once the 
General Partner determines that a sufficient minimum 
amount of capital commitments has been obtained. 

The General Partner has the right to accept additional 
capita! commitments and to permit existing Limited 
Partners to increase their capital commitments to the 
Partnership in subsequent closings ("Subsequent 
Closings"). Such newly admitted Limited Partners (or 
Limited Partners increasing their capital commitments to 
the Partneishlp) will make contributions to the Partnership 
such that each Limited Partner (regardless of when such 
Limited Partner’s capital commitment is made) will 
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Drawdowns: Reinvestment: 


participate pro rata in all Investments and expenses of the 
Partnership in the manner provided below. 

Subsequent Closings may occur up to 270 days after the 
initial closing of the Partnership. In the event that Limited 
Partners fund any portion of their capital commitments to 
the ParmeisMp prior to the expiration of such 270-day 
period, each Limited Partner that makes capital 
commitments on closing dates subsequent to any such 
funding will pay (i) the amount of its capital commitment 
that would have been funded if such Limited Partner (and 
all other Limited Farmers) had funded its capital 
commitment at the time of such funding, and (ii) inlcrest 
on the amount set forth in clause (i) above from the date of 
each such funding at the prime rate plus 2%. Any amounts 
paid under clauses (i) and (ii) above shall be distributed as 
follows: (x) to the Manager in an amount equal to all 
Management Fees (as defined below) payable In respect of 
such Limited Partner's commitment retroactive to the 
initiai closing dale (together with any interest thereon at 
the prime rate plus 2% frura the initial closing date), and 
(y) the remaining amount to the Partners that participated 
in prior dosings ratably based on the amount and timing of 
their previous capital contributions to the Partnership. 

Each Partner’s capital commitment will be payable when 
called by the General Parmer to make Investments and to 
meet antidpaied Partnership expenses and liabilities 
(including Management Fees). Any amounts returned to 
the Partners (i) as a distribution of Investment Proceeds (as 
defined below) prior to the second anniversary of the final 
closing date, (ii) in connection with the subsequent 
admission of additional Limited Partners Oess any Interest 
received with respect thereto), or (ili) as a return of capital 
contributions made in respect of an unconsummated 
Partnership Investment, may. In each case, be recalled and 
will be available for future investments. 

If 25% or more of the Limited Partner commitments are 
from employee benefit plans or other funds subject to the 
Employee Retirement Income Security Act of 1974, as 
amended (“ERISA") , each Limited Partner will pay its pro 
rata share of each quarterly Management Fee and other 
Partnerahip expenses directly to the General Partner or the 
Manager, as appropriate, until the Partnership has qualified 
for the “venture capital operating company" exception to 
the Department of Labor plan asset regulations (i.e., until 
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Co-Investment Opportunities: 


Diversification: 


Distributions: 


the Partnenhip has made its fust qualifying investment), 
but for purposes of calculating when each Limited Partner 
has fulfilled its commitment and for purposes of 
calculating gains, losses, distributions, and sharing ratios, 
all amounts so paid, as well as any corresponding amounts 
payable by the General Partner to fulfill Its commitment, 
wUl be treated as having been paid into the Partnership as 
a capital contribution by each Partner. 

Where possible and appropriate, the General Partner 
intends, but will be under no obligation, to provide an 
opportunity 10 the Limited Partners to co-invest alongside 
the Partnership. 

Without the approval of a majority in interest of the 
Limited Partners, no more than 10% of the total capital 
commitments of the Partners may be invested in a single 
portfolio company. 

Distributions of the net proceeds from disposition of 
Investments, as well as distributions of securities in kind, 
together with any dividends, interest, or other investment 
income (other than certain short-term investment income) 
received with respect to Investments {collectively, 
‘Investment Proceeds"), generally will be made In the 
following order of priority: 

(a) first. 100% to the Partners in proportion to 
funded commitments until the cumulative 
amount distributed equals (i) the aggregate 
funded capital commitments of the 
Partners, and (ii) a preferred return on 
amounts included in clause (i) at a rate of 
8% per annum, compounded annually (the 
‘Preferred Return"); 

(b) second, 100% to the General Partner until 
such time as the General Partner has 
received, pursuant to this paragraph (b). 
20% of the sura of the distributed Preferred 
Return and distributions made pursuant to 
this paragraph (b); and 

(c) third. (1) 80% to ai! Partners in proportion 
to funded commitments, and (ii) 20% to 
the Genera) Partner in respect of its carried 
interest 
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Prior to the second anniversaiy of the final closing date, 
the General Partner will have the right to elect to 
distribute, hold, or re-lnvest Investment Proceeds (and for 
purposes of clause (c) of the distribution provisions above, 
the Genera] Partner’s funded commitment will be deemed 
to include 20% of the realized gains upon Investments, the 
Investment Proceeds &om which were re-invested in 
accordance with this sentence). After the second 
anniversary of the final dosing date, the General Parmer 
will distribute (1) the net proceeds from the sale or other 
disposition of Investments within 180 days of receipt by 
the Partnership, and (ii) dividends, interest, and other 
short-term investment Income at least annually, each 
subject to the avallabill^ of cash after paying Partnership 
expenses and setting aside appropriate reserves by the 
General Partner for reasonably anticipated liabilities and 
obligations of the Parmership. 

Prior to the teimination of the Partnership, distributions 
will be in cash or maiietable securities. Upon termination 
of the Parmership, distributions may also include restricted 
securities or other assets of the Partnership. 

Notwithstanding the foregoing, the General Partner may 
cause the ^itnership to make distributions from time to 
time to the General Parmer in amounts stifficienC to permit 
the payment of the tax obligations of the General Parmer 
and its members in respect of allocations of income related 
to the carried interesL The General Parmer will endeavor 
to make annual aggregate distributions to the Limited 
Farmers in an amount sufficient to permit payment of the 
Limited Farmers’ tax obligations in respect of their 
interests in the Parmership. Cash held by the Partnership 
prior to expenditure or distribution will be invested in 
sbort'tenn, high-grade instruments. 

The amount of any taxes paid by or withheld from receipts 
of the Partnership allocable to a Parmer from an 
Investment will be deemed to have been distributed to 
such Parmer. 

Allocation of Income, Expenses 

Gains, and Losses: 


Income, expenses, ^ins. and losses of the Parmership will 
generally be allocated among the Partnei^ in a manner 
consistent with the distribution of proceeds described in 
“Distributions" above. 
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Management Fee: 


Operating Expenses: 


Partnership Expenses: 


Offering and Organizational 
Expenses: 


During the Coinmitnient Period, the Partnership will pay 
the Manager an annual management fee {the “Management 
Fee"), payable semi-annually in advance, equal to 2.0% of 
the aggregate commitments of Limited Partners. After the 
expiration of the Commitment Pc.riod. the Management 
Fee will equal 2.0% of an amount (“Capital Under 
Management*) equal to the lesser of (i) the aggregate 
commitments of the Limited Partners and (ii) the aggregate 
amount invested by the Partnership in Investments. 
Capital Under Management will be calculated as of the 
beginning of each semi-annual period to which the 
Management Fee applies. 

The Manager will pay all ordinary operating expenses of 
the Partnefship for s^aries. rent, and similar expenses in 
connection with the Investigation of Investment and 
disposition oppominities for the Parmership and 
monitoring of lh« Partnership’s Investments (to the extent 
not reimbursed by a portfolio company), except as set forth 
below under “Partnership Expenses.* 

The Partnership will pay or reimburse the General Partner, 
the Manager, and their respective affiliates for: (i) out-of- 
pocket expenses of the Genera] Partner and Manager 
(including third-par^ fees and expenses) incuned in 
cormecdon with uiKonsummated Investments; (ii) 
out-of-pocket expenses, including, but not limited to, all 
expenses incurred in connection with the origination, 
making, holding, monitoring, sale, or proposed sale of 
Investments (not otherwise paid in connection with the 
closing of the proposed origination or disposition), 
litigation or other extraordinary expenses, insurance, and 
indemnity expenses and expenses of liquidating the 
Partnership; and (iU) any other direct expenses incuned in 
connection with the Investments. The Partnership will also 
be responsible for all routine administrative expenses of 
the Partnership, including, but not limited to, the cost of 
the preparation of the annual audit, financial statements, 
and tax returns, expenses of the Advisory Committee, cash 
management expenses, and legal expenses. 

The Partnership will bear all legal, accounting, and other 
offering and organizational expenses, including out-of- 
pocket expertses of the General Partner or the Manager 
incurred in connection with the formation of the 
Partnership. The Manager will bear the cost of placement 
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Transaction, Break-up, and 
Advisory Fees; 


Other Investment Activities: 


Allocation of Investment 
Opportunities: 


agent fees charged in connection with the formation of the 
Partnership. 

The General Partner and the Manager will not charge any 
transaction fees, break-up fees, advisory, monitoring, or 
similar fees in connection with actual or prospective 
Investments. 

Without the approval of a majority in interest of Limited 
Partners, none of the General Parmer, the Manager, and 
the Principals will commence investment activities for a 
Competing Fund (as defined below) in which such entity 
or person acts as sponsor or general partner tmtil the earlier 
of (i) the termination of the Commitment Period or (ii) the 
date on which at least 70% of (be total aggregate capital 
commitments of the Partnership have been taken down or 
committed. However, there will be no restrictions on the 
activities of the Principals in their capacities as employees 
of Enron, and these restrictions will not bind or otherwise 
obUgaie Enron. A ‘Competing Fund” means a pooled 
equity investment vehicle other than the Existing Funds (as 
defined below), the Partnership, and ai^ Parallel 
Investment Vehicle (as defined below) which has 
investment objectives and strategies that are substantially 
similar to those of the Partnership and does not include any 
pooled equity investment vehicle managed, sponsored, or 
controlled by Enron or its subsidiaries or affiliates or any 
Parallel Investment Vehicle. 

The Principals currently are involved in the management 
of investment limited parmeishlps, including tJMl and 
Chewco (the "Existing Funds”), that have Investment 
objectives and strategies that are substantially similar tu 
those of the Partnership. The General Parmer expects that 
to the extent that both the Partnership and the Existing 
Funds would have capital available for investment in an 
opporrunJty. the Principals would cause the investment 
opportunity to be allocated to the Partnership and the 
Existing Funds in a manner determined to be fair and 
reasonable to both (taking into account the amount of 
available capital for each Partnership) consistent with 
prudent portfolio management and tiduciaiy concerns. 
Neither Enron nor any Existing Fund in which Enron has 
an interest has any obligation to offer investment 
oppommities to the Partnership , and the abiUty of Enron or 
any such Existing Fund (o offer certain investments may 
be restricted by contractual obligations to third parties. 
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Advisory Commitlee: 


Parallel Investment Vehicles: 


Alternative Investment 
Structure: 


Exculpation and 
Indemnification: 


An Advisoiy Committee, whose members will be selected 
representatives of the Limited Partners, will be established. 
The Advisoiy Committee will advise the General Partner 
and resolve issues involving conflicts of interest presented 
by the General Partner. 

The General Partner may establish one or more additional 
entities or other similar arrangements (a ‘Parallel 
Investment Vehicle") prior to the expiration of the 270-day 
period following the initial closing to facilitate the ability 
of certain types of investors to invest in parallel with the 
Partnership. If formed, any Parallel Investment Vehicle 
will invest in each Investment on a pro rata basis (based on 
available capital) and on substantially the same terms and 
conditions as the Partnership. 

If the General Partner determines in good faith that for 
legal, tax, regulatory, or other reasons it is in the best 
interests of the Partners that an Investment be made 
through an alternative investment stnictiue, the General 
Partner may structure the making of all or any portion of 
such Investment outside of the Partnership by requiring the 
Partners to make such Investment through a limited 
partnership or other entity (other than the Partnership) that 
will invest on a parallel basis with or in lieu of the 
Partnership, as the case may be. 

None of the Principals, the General Partner, the Manager, 
their respective affiliaies. and each of their respective 
officers, directors, members, managers, partners, 
employees, agents, and representatives (each, an 
‘Indemnified Person") will be liable to the Partnership or 
to any Limited Partner for any act or omission by such 
Indemnified Person in connection with the conduct of the 
business of the Partnership, unless such act or omission 
constitutes such Indemnified Person’s bad faith, gross 
negligence, or willful misconduct. The Partnership will 
indemnify each Indemnified Person from and against any 
losses, claims, liabilities, damages, and expenses 
(including legal fees and expenses, judgments, and 
amounts paid in settlement) incurred by such Indemnified 
Person In connection with the Partnership's activities, 
unless such losses, claims, liabilities, damages, or 
expenses result &om such Indemnified Person 's bad faitK 
gross negligence, or willful misconduct. The General 
Partner may require the Partners to return distributions 
made to each such Partner for the purpose of meeting such 
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Limited Partner Withdrawal 
and Transfer: 


ERISA Considerations: 


Tax Considerations: 


Reporting: 


Partner’s pro rata share of the Partnership s 
indemnification obligations referred to above or to satisfy 
any other Partnership obligations (subject to certain 
limitations). 

limited Partners generally may not withdraw from the 
Partnership. In addition, no Limited Partner may transfer 
or assign any of its interests, rights, or obligations with 
respect to its interest, except with the written consent of 
the General Partner, which written consent may be given 
or withheld in the General Partner’s sole and absolute 
discretion No such assignee, purchaser, or transferee of 
an interest may be admitted as a substitute Limited Partner 
without the written consent of the General Partner, which 
written consent may be given or withheld in its sole and 
absolute disaetlon. The General Partner may require a 
Limited Partner to withdraw from the Partnership under 
certain limited drcumstances. Subject to certain 
conditions, the General Partner may (or may be required 
to) permit a Limited Partner to withdraw from the 
Partnership under certain limited circumstances. 

The General Partner intends to cause the Partnership to 
qualify as a "venture capital operating company" under the 
Department of Labor plan asset regulations. 

An investment in the Partnership will have particular 
consequences for certain kinds of investors under the U.S. 
Federal income tax laws. The Partnership may engage in 
transactions that will cause tax-exempt Limited Partners to 
recognize “unrelated business taxable income" (“UBTl") 
within the meaning of Section 51 2 of the Internal Revenue 
Code of 1986, as amended (the "Code*), as a result of their 
investment in the Partnership, and the Partnership may 
engage in transactions that will cause foreign Limited 
Partners to recognize income treated as effectively 
connected with the conduct of a trade or business within 
the United States within the meaning of Section 864 of the 
Code as a result of their investment in the Partnership. 
Prospective investors should consult with their own tax 
advisors as to the consequences of making an investment 
in the Partnership. The General Partner intends to work 
with prospective investors to address their individual tax 
concerns. 

The Getieral Partner will send the Limited Partners within 
1 20 days after the end of each fiscal year of the Partnership 
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Auditors: 

Legal Counsel: 
Placement Agent: 


(or as soon thereafter as practicable in the event of delays 
in receiving information from portfolio companies) an 
audited annual financial repon and tax information 
necessary for completion of each Limited Partner's U.S. 
Federal Income tax return. The Partnership will also send 
its Limited Partners unaudited financial statements and 
other information within 60 days after the end of each 
quarter. 

PricewaterbouseCoopers. 

Kirkland & Ellis. 

Merrill Lynch & Co. 
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vni. RISK FACTORS 

Potential investors should be aware that an investment in the Partnership involves a high degree of 
risk. There can be no assurance that the Partnership's investment objectives will be achieved or that 
a limited Partner will receive a return of its capital. The following considerations, among others, 
should be evaluated carefully before making an investment in the Partnership. 

Dependence on Access to Enron Investment Opportunities 

The Partnership’s investment strategy is dependent upon the Partnership’s access to investment 
opportunities from Enron. The Principals expect that Enron will continue for the foreseeable future 
to generate sufficient attractive investment opportunities to enable the Partnership to execute its 
investment strategy. Enron has no obligation to present investment opportunities lo the Partnership, 
and no assurances can be given that Enron will continue to generate suitable investment 
opportunities or make such investment opportunities available lo the Partnership. Changes in law, 
relation, accounting principles, credit, capital or commodities markets, general or sector-specific 
economic conditions, or other changes may cause Enron to cease, or slow the rate of. its investment 
activities or lo decrease its reliance on capital provided by co-investors or purchasers of investments 
from Enron. Enron may determine not to make investment opportunities available lo the Partnership 
for any reason, including that the Principals, or certain of them, have ceased to be employees of 
Enron. The Principals may not be involved in all investments that Enron makes, and their 
involvement in some of Enron's investments maybe limited. Enron will have no obligation to offer 
investment opportunities (o the Parmeiship. and the ability of Enron to make investmeiHs available 
to the Partnership may be restricted by contractual obligations lo third parties. 

Highly Competitive Market for External Investment Opportunities 

The activity of identifying, completing, and realizing private equity investments is highly 
competitive and involves a high degree of uncertainty. Although the Partnership expects to invest 
principally in companies and assets owned or controlled by Enron, the Partnership also may seek to 
invest in other external investment opportunities. In these situations, the Partnership will be 
competing with other private equity investment vehicles, as well as individuals, financial institutions, 
and other institutional investors. 

Dependence on Key Personnel 

The Limited Partners v^ill be rel>ing entirely upon the General Partner and the Manager to conduct 
and manage (he affairs of the Partnenhip. The Genera] Partner and the Manager depend upon the 
efforts and expertise of the Principals to enable them lo render investment management services to 
the Partnership. The Principals are obligated to dedicate their business time and attention primarily 
to the discharge of their responsibilities as management employees of Enron. In addition, the 
Principals also dedicate a portion of their business time and attention to managing existing 
investment limited partnerships. Subject to the demands of these other responsibilities, the Principals 
will devote as much of their business time and attention as they deem to be reasonably necessary to 
manage the affairs of the Partnership. There can be no assurance that the Principals will continue to 
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be employed by Enron throughoul ihe life of the Partnership. As noted above, if the Partnership 
were to lose the services of the Principals, the Partnership could be adversely affected. 

Limited Operating History 

The Partnership, the General Partner, and the Manager will be newly formed entities, and none of 
the Partnership, the General Partner, and the Manager has an operating history of making private 
equity investments upon which prospective investors may base an evaluation of the likely 
performance of the Partnership. 

Limited Sector Focus 

The Partnership intends io concentrate on investments in energy- and communicatioos-reUted 
businesses, and will be less diversified for industry risk than other, more broadly focused investment 
vehicles. As a result of the Partnership’s sector foois, the effect on the Partnership of industry or 
general economic factors that have a greater impact upon the energy or communications sector than 
other industry sectors may be more pronounced than in more broadly focused investment vehicles. 

Non-Control Investments 

The Partnership expects to make Investments in portfolio companies over which Enron will acquire 
or retain ownership or control The Partnership may not have the power, acting alone, to control a 
portfolio company's board of directors, management, or operations. In addition, the Partnership may 
not have the ability, acting alone, to cause a portfolio company to take, or refrain &om taking, certain 
actions, or to cause a portfolio company to engage, or refrain from engaging, in material transactions, 
which conceivably could have an adverse effect on the Partnership's Investment, and the Partnership 
may not have the ability, acting alone, to control the timing of the liquidation of its Investmenl In 
such Investments, the Partnership may be forced to rely on the fact that Enron will possess some or 
all of the foregoing control rights and that the interests of the Partnership and Enron will be 
suffidently aligned such that Enron will exercise those rights in a manner that will protect the 
Partnership's InvesimenL Enron will have no obligation to align Its interests with those of the 
Partnership. 

Illiquid and Long-Term Investments 

Although Investments may generate some current income, the return of capital and the realization 
of gains, if any, from an bvestment generally will occur only upon the partial or complete 
disposition of such bvestmenl While an Investment may be sold at any time, frequently this will 
not occur for a number of years after the Investment Is made. As noted above, in certain cases, the 
Partnership may be dependent upon Enron to aeate liquidity through a sale of. or other “exit" 
transaction involving, the portfolio company in which the Partnership holds an Investment It is 
unlikely that there will be a public market for the securities held by the Partnership at the time of 
their acquisition. The Partnership generally will not be able to sell its securities publicly unless such 
sale is registered under applicable securities laws or unless an exemption from such registration 
requirements is available. In addition, in some cases, the Partnership may be prohibited by contract 
from selling certain securities for a period of time. 
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Non-U.S. Investments 

The Partnership niay invest in portfolio companies organized and operating outside of the U.S. 
Foreign securities involve certain risks not typically associated with investing in U.S. securities, 
including risks relating to: (i) cunency exchange matters and costs associated with conversion of 
investment capital and income from one cunency into another; (ii) differences between the U.S. and 
foreign securities markets, including potential price volatility in and relative illiquidity of some 
foreign securities markets and the absence of unifoim accounting and financial reporting standards 
and disclosure requirements; (iii) certain economic and political risks, including potential restrictions 
on foreign investment and repatriation of capital and the risks of political, economic, or soda] 
instability; and (iv) the possible imposition of foreign taxes on income and gains recognized with 
respect to such securities. 

Passive Investment in Interests 

Limited Partners will be relying entirely on the General Partner and the Manager to conduct and 
manage the affairs of the Partnership. The Agreement will not permit the Limited Partners to engage 
in the active management and affairs of the Partnership. Because specific Investments of the 
Partnership have not yet been identified, the Limited Partners must rely on the ability of the General 
Partner to make appropriate Investments for the Partnership and to dispose of such Investments and 
of the Manager to manage such Investments. 

No Market for Partnership Interests 

The Interests have not been registered under the Securities Act, the securities laws of any state, or 
the securities laws of any other jurisdiction and. therefore, cannot be resold unless they are 
subsequently registered under the Securities Act and other applicable securities laws or exemptions 
from registration are available. It is not contemplated that registration of the Interests under the 
Securities Act or other securities laws will ever be effeaed. There is no public market for the 
Interests, and one is not expiected to develop. A Limited Partner will not be permitted to assign its 
Interests, except by operation of law, without the prior wrinen consent of the General Partner, which 
may be given or withheld in the General Partner's sole and absolute disaetion. Except in extremely 
limited circumstances, voluntary withdraN^’als from the Partnership will not be permitted. Limited 
Partners must be prepared to bear the risks of owning Interests for an extended period of time. 

Tax-Exempt Investors 

The Partnership may engage in transactions that would generate UBTL See - "Summary of 
Principal Terms - Tax Considerations' and 'Certain Tax and Regulatory Considerations - Federal 
Income Tax Matters - Genera/.* 

Foreign Investors 

The Partnership may engage in transactions that will cause foreign Limited Partners to recognize 
income effectively connected with the conduct of a trade or business within the U.S. See - 
"Summary of Principal Terms - Tax Considerations' and "Certain Tax and Regulatory 
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Considerations - Federal Income Tax Matters - Certain U.S. Tax Considerations for Foreign 
Investors.’' 


31 


Confidential Treatment Requested By Wilmer, Culler & Pickering 


E 15036 



266 


IX. CONFLICTS OF INTEREST 

Investors should be aware that there will be occasions where the General Partner and its afTiliiites 
may encounter potential conflicts of interest in connection with the Partnership's activities. The 
following discussion enumerates certain potential conflicts of interest which should be carefully 
evaluated before making an investment in the Partnership. 

Dual Role of Principals 

The Principals are employees of Enron and owe fiduciary duties to Enron and its subsidiaries; such 
fiduciary duties may time to time conflict with fidudaiy duties owed to the Partnership and its 

partners. Accordin^y, the Principals, and entities cx>ntrolled by the Principals, may lake (or refrain 
from taking) such actions in behalf of the Parmcrship as the Prindpals m good faith detennine to be 
necessary or appropriate in view of such conflicting duties. The Principals intend to consult regularly 
with the Advisory Committee regarding potential conflicts of interest regarding transactions with or 
involving Enron and Its affiliates. 

Transactions Involving Enron 

To execute the Partnership’s investment strategy (to capture investment opportunities generated by 
Enron), the Partnership wiU regularly evaluate, scnicture, negotiate, consummate, hold, manage, and 
liquidate Invwtmcnts in companies in which Enron or its affiliates have an existing investment or 
which Enron or its affiliates control (including investments acquired directly from Enron or its 
affiliates). The evaluation (and valuation) of Investment opportunities and (he negotiation of the 
price, terms, and conditions of an Investment will be conducted In behalf of the Partnership by the 
Prindpals acting in behalf of the General Partner. 

Portfolio companies in which the Partnership invests may also engage in transactions with Enron or 
its affiliates, and profits derived by Enron or its affiliates from such transactions will not be shared 
with the Partnership. 

In many cases, the Parmership will have a non-control Investment in a portfolio company controlled 
by Enron or its affiliates. The Partnership may invest in securities that are different from those held 
by Enron or may hold securities with a cost basis different from those held by Enron. Factors that 
influence Enron's or its affiliates* decision to exercise their rights in respect of their investment in 
such company (such as a decision to sell (he company) may be more or less significant from the 
Partnership's perspective. 

Carried Interest 

The existence of the General Partner’s carried interest could be viewed as an incentive for the 
General Partner to make riskier or more speculative investments in behalf of the Partnership than 
would be the case in the absence of this arrangement. 
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Diverse Limited Partner Group 

The Limited Partners may have conflicting investniem. lax. and other interests with respect to their 
investments in the Partnership. The conflicting interests of individual Limited Partners may relate 
to or arise from, among other things, the nature of Investments made by the Partnership, the 
structuring or the acquisition of Investments, and the timing of disposition of Investments. As a 
consequence, conflicts of interest may arise in connection with decisions made by the General 
Partner, including with respect to the nature or structuring of Investments, that may be more 
benefidaJ for one investor than for another Investor, especially with respect to investors ‘ individual 
tax situations. In selecting and structuring investments appropriate for the Partnership, the General 
Partner will cortsider the investment and tax objectives of the Partnership and its Partners as a whole, 
not the investment, tax, or other objectives of any Limited Partner of the Partnership individually. 
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X. CERTAIN TAX AND REGULATORY CONSIDERATIONS 

FederaJ Income Tax Maneis 
GeneraJ 

The following discussion summarizes certain U-S. Federal income tax considerations genenJly 
applicable to a person considering the acquisition of an Interest The discussion does not deal with 
aii tax considerations that may be relevant to specific investors or classes of investors in light of their 
particular circumstances. In particular, the discussion does not address any considerations applicable 
to persons who acquire Interest in connection with the pcrfomiance of services. Furthermore, no 
state, local, or foreign tax considerations are addressed. ALL PERSONS CONSIDERING AN 
INVESTMENT IN THE PARTNERSHIP ARE URGED TO CONSULT WITH THEIR OWN TAX 
ADVISORS AS TO THE SPECfflC U.S. FEDERAL. STATE, LOCAL, AND FOREIGN TAX 
CONSEQUENCES TO THEM OF SUCH INVESTMENT. 

The Partnership will receive an opinion from Kirkland & Ellis, counsel for the Partnership, that the 
Partnership will be classified for federal income tax purposes as a partnership rather than as an 
assodation taxable as a corporation under cunently applicable tax laws. Opinions of counsel, 
however, arc not binding on the Internal Revenue Service (‘IRS’’) or the courts, and no ruling has 
been or will be requested from the IRS. No assurance can be given that the IRS will concur with 
such opinion or the tax consequences set forth below. 

The Partnership will not pay federaJ income taxes, but each Partner will be required to report its 
distributive share (whether or not distributed) of the income, gains, losses, deductions, and credits 
of the Partnership (which may include the income and other tax items of any partnerships in which 
the Partnership invests). It is possible that the Partners could incur income lax liabilities without 
receiving from the Partnership suffident distributions to defray such tax liabilities. For example, the 
Partners will be allocated Partnership Income and gains for U.S. Federal income tax purposes even 
if funds from such Partnership income and gains are used by the Partnership to make Investments 
or to pay Partnership expenses and liabilities and are not distributed to such Partners (or are 
distributed but are then recalled by the Partnership for future Investments). The Partnership 
Agreement will provide that the General Partner may elect to re-invest rather than distribute (or 
distribute and recall for investment) Investment Proceeds prior to the second anniversary of the 
Partnership's final closing date. The Partnership’s taxable year will be the calendar year, or such 
other year as required by the Code. Tax information will be distributed to each Partner annually. 

The following discussion summarizes certain significant U.S. FederaJ income tax consequences to 
a prospective investor who (i) owns, directly or indirectly through another partnership, an Interest 
as a Limited Partner, (ii) is, with respect to the U.S.. a citizen or resident individual, a domestic 
corporation or partnership, an estate the income of which is subject lo U.S. Federal income taxation 
regardless of its source, or a inisl for which a court in the U.S. is able to exercise primary supervision 
over its administration and one or more U.S. persons have the authority lo control all substantial 
decisions, as such terms are defined for U.S. Federal income tax purposes (a "U.S. Investor"), and 
(iii) is not tax-exempL 
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Interest on any amount borrowed by a Limited Partner (other than a corporation) lo purchase an 
Interest in the Partnership will generally be “investment interest," subjea to a limitation on 
deductibility. In general, investment interest will be deductible only to the extent of the taxpayer's 
“net investment income." For this purpose “net investment income’ will generally include net 
income from the Partnership and other income from property held for investment (other than 
property which generates passive activity income). However, long-terra capital gain is excluded 
from the definition of net investment income unless the taxpayer makes a special election to treat 
such gain as ordinary income rather than long-term capital gain. Interest that is not deductible in the 
year incurred because of the investment interest limitation may be carried forward and deducted in 
a future year in which there is sufficient investment Income. 

The AgrecmeDl will contain provisions intended to comply substantially with IRS regulations 
describing partnership allocations that will be treated as having "substantial economic effect" and 
hence, the Partnership’s allocation will be respected for tax purposes. However, those regulations 
are extremely complex, and there can be no assurance that the allocations of income, deduction, loss, 
and gain for tax purposes made pursuant to the Partnership Agreement will be respected by the IRS, 
if reviewed Even If the IRS were to review the Partnership allocations and delennine that they do 
not technically comply with such regulatiorts. such allocations would be determined "in accordance 
with each partner’s interest in the partnership (determined by taking into account all facts and 
circumstances).” The allocations under the Partnership Agreement should, in most cases, be 
substantially identical to each “partner's interest in the partnership.* 

Under Section 67 of the Code, a non-corporate taxpayer (including a shareholder of an 
S corporation) may deduct certain miscellaneous deductions (e.g., investment advisory fees, tax 
preparation fees, unreimbursed employee expenses, and subscriptions to professional journals) only 
to the extent such deductioris excc^. in the aggregate, 2% of the taxpayer’s adjusted gross income. 
Each Limited Partner’s share of the Management Fee and other Partnership expenses probably will 
be treated as miscellaneous itemized deductions. Accordingly, a Limited Partner who is an 
individual generally will be permitted to dedua such expenses only to the extent that the sum of such 
expenses plus the individual’s other miscellaneous itemized deductions exceed 2 % of the 
individual 's adjusted gross income. However, corporate limited Partners (other than S corporations) 
and tax-exempt organizations are not afrected by the 2% floor (unless, in the case of a tax-exempt 
organization, it Is not a corporation and has unrelated business taxable income from the Partnership). 
Section 68 of the Code separately imposes limitations on the deductibility of itemized deductions 
by an individual whose adjusted gross income exceeds a specified amount (e.g.. $126,600 for 
unmarried Individuals, or married individuals filingjointly, for 1999. adjusted annu^y for inflation), 
which may also affect the ability of any Partner who is an individual to deduct his or her share of the 
Management Fee and other Partnership expenses. A Limited Partner who is an Individual also 
gencr^ly will not be permitted to deduct his or her share of the Management Fee and other 
Partnership expenses for purposes of calculating such individual's alternative minimum tax liability. 

Non-corporate investors (and certain closely held, personal service, and S corporations) are subject 
lo the limitations on using losses from passive business activities to offset business income, salary 
income, and portfolio income (i.e.. interest, dividends, capital gains from portfolio investments, 
royalties, etc.). The Partnership's distributive share of income or losses from a portfolio company 
which is a partnership or limited liability company engaged in business generally will be treated as 
passive activity income or losses. Accordingly, an investor will be subject to the passive activiry loss 
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limitations on the use of any such portfolio company losses, but any such portfolio company income 
may be offset by other passive losses (such as losses from limited partnership interests in tax 
shelters). Other partnership income generally will be treated as portfolio income. Therefore, an 
investor generally will not be able to use passive activity losses to offset such portfolio income from 
the Partnership. 

Except as described in the following paragraph, a tax-exempt Limited Partner’s distributive share 
of the Partnership's income should consist principally of income from dividends, interest, and capital 
gain from corporate stock and corporate securities - types of income which (subject to the discussion 
of debt-financing below) arc expressly excluded UBTL 

However, the Partnership may invest in securities (including equity interests In partnerships and 
limited liabOity companies) that will generate UBTI ("UBTI Investments"), ^ch tax-exempt 
Limited Partner generally would be subject to U.S. Federal income tax on its share of any UBTI 
earned by dte Partnership (and the receipt of UBTI could give rise to additional tax liability for 
certain limited categories of tax-exempt investore). 

If a tax-exempt Limited Parmer borrows any amount to fund its capital commitment, some or all of 
its distributive share of income from the Partnership could be UBTL which could be taxable to such 
tax-exempt Limited Partner (and which could give rise to additional tax liability for certain limited 
categories of tax-exempt Limited Partners). Moreover, debt incurred either by the Partnership 
directly or in connection with a UBTI Investment could give rise to UBTI to a tax-exempt Limited 
Partner. 

Certain U.S. Tax Considerations for Foreign Investors 

Limited Partners that are not U.S. Investors and are not tax-exempt ("Foreign Investors") generally 
should not be subject to U.S. Federal income tax on gains from the sale of Investments. 
Notwithstanding the foregoing, a Foreign Investor's share of the net gain recognized upon 
disposition by the Parmershjp of a United States teal property interest would be treated for Federal 
income tax purposes as if it were effectively cotmecied with a U.S. trade or business. In general, the 
Partnership would be required to withhold tax from allocations to Foreign Investors of such net gain 
and each Foreign Investor would be required to report its share of such gain on a U.S. Federal 
income tax return. For this purpose, the term "United Stales real property interest" generally would 
include: (!) shares of stock in a U.S. corporation that does not have a publicly traded class of stock 
outstanding if 50% or more of the value of the corporation’s assets at any point during the preceding 
five years consisted of Interests in U.S. real properly, and (ii) shares of stock in a U.S. corporation 
that does have a publicly traded class of stock outstanding where (A) the corporation satisfies the real 
property ownership test described in clause (i) above, and (B) the Partnership held (directly or 
pursuant to certain attribution rules) more than 5% of the outstanding stock of any publicly traded 
class of shares or held shares of non-publicly traded stock with a fair market value greater than that 
of 5% of the publicly traded class of the corporation's slock with the lowest fair market value. In 
addition, if the Partnership invests in partnerships or other persons that generate income that is 
treated as effectively coruiected with a U.S. trade or business (including gain recognized upon 
disposition of an United States real properly interest), Limited Partners will be subject to U.S. 
Federal income lax. including withholding tax (and possibly the branch profits tax), on their share 
of such income and on their share of gain realized on the Pannership’s disoosition of its interest in 
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such other partnership’s (or other person's) assets attributabie to such U.S. trade or business, and 
they will be required to Hie appropriate returns. Dividends paid by portfolio companies generally 
will, and interest paid by portfolio companies and capital gains upon realization of certain 
Investments may. in certain circumstances, be subject to withholding taxes, including U.S. 
withholding taxes, but such taxes may be reduced or eliminated by treaty. 

THIS MEMORANDUM DOES NOT ADDRESS ALL UNITED STATES FEDERAL TAX 
CONSEQUENCES OF AN INVESTMENT IN THE PARTNERSHIP THATMAY APPLY TO AN 
INVESTOR. AND IT DOES NOT ADDRESS ANY STATE. LOCAL OR FOREIGN TAX 
CONSEQUENCES OF SUCH AN INVESTMENT. IN ADDITION. THE ABOVE DISCUSSION 
IS BASED ON CURRENT PROVISIONS OF THE CODE. TREASURY REGULATIONS. 
ADMINISTRATIVE RULINGS. AND JUDICIALDECISIONS. AND NO ASSURANCE CAN BE 
GIVEN THAT FUTURE LEGISLATIVE. JUDICIAL. OR ADMINISTRATIVE ACTION WILL 
NOT AFFECT THE ACCURACY OF ANY STATEMENT IN THIS DISCUSSION. POSSIBLY 
WITH RETROACTIVE EFFECT. THE TAX CONSEQUENCES OF AN INVESTMENT IN THE 
PARTNERSHIP MAY VARY DEPENDING ON AN INVESTOR’S PARTICULAR 
CIRCUMSTANCES. FOR THE FOREGOING REASONS. EACH PROSPECTIVE INVESTOR 
IS ADVISED TO CONSULT ITS OWN TAX COUNSEL AS TO THE FEDERAL STATE. 
LOCAL. AND FOREIGN TAX CONSEQUENCES OF AN INVESTMENT IN THE 
PARTNERSHIP. 

Certain ERISA Considerations 

The U.S. Department of Labor ("DOL”) has issued regulations under ERISA, which generally 
provide that when an employee benefit plan invests in an entity such as the Partnership, the plan's 
assets include both the lirnited partnership interest and an undivided interest in each of the 
underlying assets of the Partnership, unless (i) the equity participation in the Parmership by benefit 
plan investors is not ‘significant’ (defined as 25% of any class of the Partnership equity interests), 
(li) the Partnership complies with the ‘venture capital operating company" (“VCOC") exception, or 
(iii) the Partnership qualifies for another exception under the DOL plan asset regulations. If the 
underlying assets of the Partnership were to be considered plan assets of the ERISA plan investor, 
the General Partner of the Partnenhip would be an ERISA fiduciary and the Partnership would be 
subject to undesirable ERISA requirements with which the Partnership generally cannot comply. 

The Partnenhip will not limit investment by benefit plan investors, and it is therefore possible that 
investment by benefit investors will be ‘sigruficant* However, the Partnership has been designed 
and is intended to be managed to comply with the VCOC exception. If it qualifies for the VCOC 
exception, the Partnership will not be subject to the ERISA fiduciary rules and the underlying assets 
of the Partnership will not be deemed "plan assets" of any ERISA plan investor. The Partnership 
will qualify if it (i) has direct contractual rights to substantially participale in or substantially 
influence the management of operating companies comprising at least 50% of its portfolio (measured 
by cost), and (ii) in the ordinary course of its business, actively exercises such management rights 
widt respect to at least one of the operating companies in which it invests. An "operating company" 
is an entity engaged in the produaion or sate of a product or service, as distinguished from a re- 
investing entity. 
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The delennination as to whether the fund qualifies as a VCOC is made when the Partnership makes 
its first long-ienn investment and thereafter on an ongoing basis. The Partnership must meet the 50% 
test at the lime It makes its first long-term investment and on at least one day during each SO-day 
annual valuation period (generally beginning on the anniversary of the Partnership's first long-term 
investment) thereafter. The Partnership also would cease to qualify if it did not in the ordinary 
course of its business actually exercise its management rights with respect to at least one portfolio 
company each year. Special rules will apply to any wind-up of the Pannership when it enters into 
it “distribution period" as defined in the DOL regulations. 

Prospective limited Partners who are subject to the provisions of ERISA (such as pension funds or 
certain insurance company accounts) should consult with their counsel and advisors as to the 
provisions of ERISA applicable to an invesimenl in the Partnership. 

Certain Regxilatory Matters 

Investment Company Act of 1940. as amended (the “1940 Aci”) 

The Partnership has not registered and does not plan to register under the 1940 Act in reliance on 
the exception provided in Section 3(c)(7) of the 1940 Act As a condition to its admittance to the 
Partnership, each prospective limited Partner will be required to represent to the Partnership and its 
General Partner that such prospective limited Partner is a “qualified purchaser" within the meaning 
of Sections 2(a)(Sl) and 3(c)(7) of the Id40 Act and the regulations promulgated thereunder. 

Securities Act 

The offer and sale of the Interests will not be registered under the Securities Act in reliance upon the 
exemption from registration provided by Section 4(2) thereof and Regulation D promulgated 
thereunder. Each purchaser must be an “accredited investor" (as defined in Regulation D under the 
Securities Act) and will be required to represent, among other customary private placement 
representations, that it is acquiring its Interest in the Partnership for Its own account for investment 
purposes only and not with a view to resale or distribution. 
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Merrill Lynch & Co. 
World Financial Center 
North Tower 

New York. NY 10281-1326 
Telephone: (212)449-1958 
Fax: (212) 449-7969 
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1831 Wroxton Road 
Houston, TX 77005 
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ENRON CORP. 

Sbort^Fonp Questloimaire for 
Executive Officers, Directors and Nominees for Director 


InformatiDn Fumisbed by 


ANDREW S. FASTOW 
for 2000 Proxy Statemeat aod 
Anoual Report on Form 10-K 
for the FiscaJ Year 
Ended December 31, 1999 


This auesiioncaiie is being sent to ibe executive officers, directors and nomintes for 
director of Enron Gorp. (ibe “Con^any"). Please answer ail questions using the entry “None" 
or “N/A ” (to indicate not applicable) where appropriate. Reference is made to Appendix A for 
definitions of terms marked KirA an asterisk. 

(a) Holdings of Equity SecuriUes of the Company and its Subsidiaries. 

(i) State the total amount of each class of equity securities of the Company 
and its subsidiaries, other than directors' qualifying shares, deemed to be benendally owned by 
you as of the close of business on February 15, 2000, because you or a family member who 
shares your household ha< voting or investment power* over such securities. 

In computing this total, you should include not only the securities which you own of 
record including shares held by the transfer agent In a dividend reinvestment account, but also 
all other securities of which you may be deemed to be the beneficial owner by virtue of the Rule 
13d-3 defirution of "beneficiai ownership" set forth in the Appendix, including but not limited to, 
shares held in broker accounts, IRA's, trusts, partnerships, corporations and private 
foundations (which may not be included on your Form 4 direa and indirect holdings because 
you have no pecuniary interest* in such securities), as well as shares which you have a right to 
acquire from conversions or exercise of publicly traded options. DO NOT include unvested 
restricted shares or shares that may be acquired by you pursuant to outstanding stock options 
under a stock plan of the Company or its subridiaries or shares held for your account in the 
Company's Savings Plan and the Employee Stock O^visership Plan. These numbers will be 
obtained from Company records. In the event that you may be required, by virme of such 
definition, to include in your response certain securities which you do not consider to be 
beneficially owned by you for Section 16 purposes because you have no pecuniary interest* in 
such securities, you are free to state that your response shall not be construed as an admission 
that you arc. for purposes of Section 16 of the Securities Exchange Act of 1934, the bencftcial 
owner of such securities. 


• Sec Appendix A for definition 
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If you have shared voting power* or shared investment power*, indicate separateiy the 
number of shares or ua:is with respect to which (i) voiiag power is shared o: (ii) investment 
power is shared. Briefly describe any coairact, arratjgemem, ucdcxs'accuj| or other basis on 
which such powers are shared. Disregard shared voting or invesuneat power created under joint 
tenancy or marital preperty laws as between you and your spouse, if any. 

The classes of equity securities for the Company and its subsidiaries* which arc Included 
in the table below are as follows: 


Enron Corp. Common Stock (“ENE Common") 

Enron Corp. Cumulative Second Preferred Convertible 
Stock (“ENE/PJ") 

Enron Coital LLC Cumulative Guaranteed Monthly 
Income Piefened Shares (“ENE/PC") 

Enron Coital Resources, L.P. 9 % Cumulative PrefeiTcd 
Securities, Series A ("ENE/PA") 

Enron Capital Trust 1 8.30% Trust Originated Preferred 
Securities ("ENE/TOPrS I") 

Enron Capital Trust II 8 1/8 % Trust Originated Preferred 
Securities (“ENETrOPrS U“) 

Northern Border Partners, L.P. Common Units (“NBP Units") 

EOTT Energy Parmefs, L.P. Common Units (“EOT Uoiis") 
Transportadora de Gas del Sur S.A. American Depositary 
Shares (“TGS ADS") 

Portland General Electric Company 7.75% Preferred Shares 
(“PGE Preferred") 

A 2 urix Corp. Common Stock (“A2X Common") 

My beneficial ownership, as of February 15, 2000, in each class of equity of the 
Company and its subsidiaries*, other than directors' qualifying shares, is as follows: 


Answer; 


Sole Voting and 

Title of Clan lovesimeni Power 

ENE Com.*non 

ENE/P; 

ENE/PC 

ENE/PA 

ENE/TOPrS I 

ENEn’OPrS n 

EOG Common 


So. of ihms for which J havt 

Shared Voting and Other Voting and Description 

InvestiTgflt Power Invenmcnt Power of Other 
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NBP Uriu 
TGS ADS 
PGE Preftrred 
AZX CofTJT.on 


(ii) With respect to aay shares or units included in ibc tabic above which I 
have the right to acquire on or before April 16. 2000, ftom conversions or exercises of options or 
warrants, etc. EXCLUDING options issued pursuant to Company or subsidiary stock plans. I 
have provided the cumber of any such shares or units and have identified the Class as follows; 

Answer; fJov^x^ 


(b) Vofutg Arrangements. Describe any arrangement or agreement you have with the 
Company or any subsidiary*, director, officer or sharebtdder thereof, to vote the shares or units 
owned by you or such director, officer or shareholder. 


(c) Five-Year Business History. Attached as Appendix B is the information in last 
year's Form 10-K and/or Proxy Statement about your five-year business history. If your 
employment or occupation has changed within the last year, please update that information. If no 
information is attached as Appendix B. please provide your business history for 1995 • present. 

Answer: 


(d) Family Relariotiships. State the nature of any family relationship by blood, 
marriage or adoption between yourself and any director or officer of the Company or any 
subsidiary* or any person nominated or chosen by the Company to serve in any such capacity. 
Relationships more remote than first cousin need not be included. 


3 
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Answer: 


(c) Compensation. Describe any compensation paid to you by a Crird parrs- pursuant 
to any airangeracDt between ibe Company and any such third parry. 

Answer: 


(f) Compensation Committee Initrioeks. 

(i) Did you serve during the fiscaj year ended December 31, 1999 as a 
member of the compensation committee (or other board committee performing equivalent 
functions or. in the absence of any such comminee. the entire board of directors) of another 
entity, one of whose executive officers served on the compensation committee of the Company? 
If yes, please describe. 

Answer: 


(ii) Did you serve during the fiscal year ended December 31, 1999 as a 
director of another entity, one of whose executive officers served on the compensation committee 
.of the Company? If yes. please deacribe. 

Answer: 


(iii) Did you serve during the fiscal year ended December 31, 1999 as a 
member of the compensation commiaee (or other board comminee performing equivalent 
functions or. in the absence of any such committee, the entire board of directors) of another 
entity, one of whose executive officers served as a director of the Company? If yes, please 
describe. 


4 
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Answer: fJe 


(g) Transacrions wiVA the Company and iu Subsidiaries*. Describe brictly any 
transaction or scries of similar transaaions, since December 31. 1998. or any currently preposed 
transaction, or scries of similar transactions, to which the Company or any of its subsidiaries* 
was or is to be a parry, in which the amount involved exceeds $60,000, and in which you or any 
member of your immediate family* had, or will have, a direct or indirect interest*. Please 
include in your description of such transaction the nature of your interest in the transaction, the 
amount of such transaction and the amount of your interest in such transaction. 

Please note: 

• The “amounl" oj the interest of a person is to be computed without regard to 
the amount of the profit or loss involved in the transaction(s). 

Answer: 


(h) Entities in Which You Are or Were a 10% Owner or £recuftVe Officer, Partner, 
etc. The Proxy Statement must disclose relationships between the Company and its subsidiaries 
and any business or professional entity: 

(i) that, since December 31. 1998, made payments to. received payraenu 
from, or proposes to make to or receive payments from, the Company or any subsidiary* for 
property or services; 

(ii) which payments exceed 6% of such entity’s consolidated gross revenues 
for its last full fiscal year or which entity is a law firm or an investment banking firm; and 

(iii) . in which you arc or were at any time since December 31 . 1998; 

• an owner of in excess of 10 percent of the eiquity interest; or 

• an executive officer or partner; or 

• a member or of counsel (in the case of a law firm); or 

• a partner or executive officer (in the case of an investment banking 
firm). 

Please list each such entity, indicate your relattonship(s) with such entity and describe generally 
the nature and amount of payments made and proposed to be made. 


5 
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Answer; ^ ^v^tJ'l****''***’*” 


(i) Arrongenients Regarding Election. Was or is there any anangcmer.j or 
uodersiandlng regarding your cleciioa as aa offictr or director of the Company berweec you and 
any other person or persons, except the directors and officers of the Company acting solely m 
that capacity? If so. name such other person or persons and describe briefly such arrar.gcir.cnt or 
understanding. 


Arrswer; 


fO o 


(j) Indebtedness to the Company or Us Subsidiaries". Describe below any 
indebtedness to the Company and/or its subsidiaries* in excess of $60,000 owed at any time since 
December 31. 1998 by you, members of your immediate family*, your associates*, any 
corporation or organization of which you are an officer or partner or of which you arc the 
beneficial owner* of 10% or more of any class of equity securities or any trust or other estate in 
which you have a substantial beneficial interest or to which you serve as trustee or in a similar 
capacity. 


Answer: 


8|A 


(k) Legal Proceedings. The Company must disclose any of the following events that 
: occurffrd since December 31. 1994: 

• the filing of a petition under the federal bankruptcy laws or any state 
insolvency law by or against, or ihe appointment by a coun of a receiver, 
fiscal agent or similar agent for. your business or property, the business or 
property of any partnership in which you were a general partner at, or within 
two years before, the time of such filing or the business or property of a 
corporation or business association of which you were an officer at or within 
two years before the time of such filing; 
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• any criminal convictions or pending crijniaal proceedings in which you are a 
named subject, excluding traffic violatbos and other minor offenses; 

• any court order, judgment or decree, not subsequently reversed, suspended or 
vacated, which pemuneDily or leii^iorarily enjoined or otherwise limited you 
from (i) acting as a futures commission merchant, introducing broker, 
commodity trading advisor, commodi^ pool operator, floor broker, leverage 
transaction merchant, any other person regulated by *e Commodity Futures 
Trading Commission or an associated person of any of the foregoing, or as an 
investment advisor, underwriter, broker or dealer in securities, or as an 
affiliated person, director or employee of any investment company, bank, 
savings and loan association or insurance company, or engaging in or 
continuing any conduct or practice in connection with such activities: (ii) 
engaging in any type of business practice; or (ill) engaging in any activity in 
connection with the purchase or sale of any security or in connection with any 
violation of federal or state securities laws or federal commodities laws; 

• any order, judgment or decree,' not subsequently reversed, suspended or 
vacated, of any federal or state authority barring, suspending or otherwise 
limiting for more than 60 days your right to engage in any of the activities 
descriM above or your right to be associated with persons engaged in any of 
such activities; 

• any finding by a court in a civil action or by the Securities and Exchange 
Commission that you violated any federal or state securities law. where such 
Judgment has not subsequently been reversed, suspended or vacated; 

• any finding by a coun of competent jurisdiction in a civil action or by the 
Commodities Futures Trading Commission that you violated 'any federal 
commodities law where such judgment has not subsequently been reversed, 
suspended or vacated; and 

• any pending material* legal proceeding in which you or any of your 
associates* is a party adverse to the Company or any subsidiary* or has a 
material* interest adverse to the Company or any subsidiary* and any such 
proceeding that you know to be contemplated by goveromeoul authorities. 

If you are aware of any such event, please include a general description of it below. 
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(1) Relationship ^iih !^ASD Member. Please describe any direct or Lndiiect iniercst* 
or affiiiaiion you have ia or with any member of the National Association of Securities Dealers, 
be. (other than a Wholly-ouTied subsidiary of the Company). 

.i.nswcr; 


(m) Reports Under Section 16 of Securities Exchange Act of 1934. Please indicate 
whether or not you have filed all reports (i,r. Forms 3, 4 and 5). or amendments thereto, 
required to be filed by you under Section 16(a) of the Securities Exchange Act of 1934. If you 
have not. plta.se describe generally the report or amendment lo be filed. 


Answer: 




(n) Relationships h’j'/A Arthur Andersen LLP. Please describe any interest or 
affiliation you have in or with Arthur Andersen LLP. 

Answtr: 


(o) LHreetorships of Public Companies. If you are director of the Company or 
nominee for director of the Company, please also update the information in Appendix B 
regarding directorships you hold In companies that file periodic reports with the Securities and 
Exchange Commission (or indicate (hat there has been no change). 

Answer: 


• See Appendix A for definition 
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The foregoing infonnatioo is supplied by the undersigned at the request of the 
management of the Company for use in conneettoQ with the preparation of the Proxy Statcrcent 
and the Company’s Annual Repon on Form 10-K for the fiscal year ended December 31. 1999 to 
the Securities and Exchange Commission. Such infonnation is correctly and ccmpictcly seated to 
the best of the undersigned's knowledge, mfoimaiion and belief. The uadersigned will promptly 
notify Rebecca Caner, P. 0. Box 1188. Houston. Texas 77251-llSS (telcphoae. 7:3'S53-7241) 
in the event any change occurs prior, to March 31. 2000, which reoders inaccurate or m.ccmpletc 
as of such date any of the information given herein. 

DATED: .2000. 

4 ^ 

Signature 


TWO COMPLETED SIGNED QUESTIONNAIRES SHOULD BE SENT PROMPTLY TO: 

Rebecca Caner. Senior Vice President. Board Communication and Secretary 
Enron Corp. 

P. 0. Box 1188 
Houston. Texas 77251-1188 

The third copy is for your records. 
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appendix a 

Certain Tenra Used ia QugsiicpxaL'-e 


Associate 

The term ‘associate.* used lo indicate a relaiioastiip wiLh any persor.. is def^ted in Rule 
14a-l promulgated by the Securities and Exchange Commission under the Securities Exchanse 
Act of 1934 to mean: 

(1) any corporation or organization (other than the Company or any subsidiary*) of which 
you are an officer or partner; 

(2) any corporation or organization (olher than the Company or any subsidiary*) of which 
you arc, directly or indirccUy*, the beneficial* owner of 10% or more of any class of equity 
securities; 

(3) any trust or other estate in which you have a substantial beneficial interest or as to 
which you serve as trustee or in a similar capacity; and . 

(4) your spouse or any relative of yours, or any relative of your spouse, who has the 
same home as you or who is a director or offica of the Company or any subsidiary*. 

Beneficial Ownership 

Rule 13d-3 promulgated by the Securities and Exchange Commission under the Securities 
Exchange Act of 1934 establishes certain criteria for determining beneficial ownership of 
securities. Under such Rule, a person is regarded as the beneficial owner of securities if such 
person presently, directly or indirectly, has or shares or has the tight to acquire within 60 days . 

(i) voting power which includes the power to vote. <a to direct the voting of. such securities, or 

(ii) investment power which includes the power lo di^se of, or to direct the duposiiioD of. such 
securities. 

r Voting power and investment power arc deemed to exist even if shared with others. The 
right to acquire may arise from, among ocher things, (a) the exercise of any opiioo, warra&i or 
right, ft) the conversion of a security, (c) the existence of power to revoke a trust, discredenary 
account or similar anangemeat or (d) the automatic termination of a trust, discretionary account 
or similar arrangement. Further, a person who acquires a power specified in clauses (a), ft) or 
(c) above in connection with any transaction having the purpose or effect of changing or influenc* 
ing the control of the issuer is deemed to be the beoeficial owner of the securities immediately 
upon acquisition of such power, regardless of when such power may take effect. 

You should be aware of the strong historical presumption of beneficial ownership of 
securities held by a person for such person's own benefit (regardless of how registered) and 
securities held by others for his benefit (regardless of bow registered), such as by custodians, 
brokers, nominees, pledgees, etc. Absent special circumstances, a person has been presumed to 
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be the beneficial owner of securities held in the came of such person's spouse and miner children 
Of in the name of a relciive living Ln such person’s house, held by an estate or trust in which such 
person has an inicrcst as legatee or beneficiary, owned by a partnership of which sucb person is a 
canner. or held by a personal holding company of which such person is a stockholder, etc. 

All securities of the same class beDcficially owned by a person, regardless of uhe fomi 
which such beneficial ownership takes, must be aggregated in calculating the number of shares 
beneficially owned by such person. 

A number of exceptions to the foregoing exist for members of naiicnal securities 
exchanges, pledgees under wrinen pledge agrecmcn'.5 and underwriters. If you irz not suie 
whether an exception applies to you, the Company’s legal deparrment will be glad to assist you. 

Immediate Family 

The term ‘immediate family* is defined in the Instructions to Paragraph (a) of Item 404 of 
Regulation S-K promulgated by the Securities and Exchange Commission under the Securities 
Act of 1933 to include a person's spouse, parents, children, siblings, mothers and faibcrs-in-Iaw, 
sons and daughters-in-law, and brokers and sisicrs-in-law. 

Indirect Interest in a Transaction 


An ‘indiiect interest in a transaction" on ihe part of a person may result from a position or 
relationship wi± or interest in a firm, corporation or other entity which engages in the 
transaction, -except where the position or relationship arises only from (i) a position as a director 
of a corporation or other organization (other than a partnership), (ii) the direct or indiiect 
ownership* on the pan of sucb person and all diiectors and officers of the Company, all 
nominees for election as a director, all holders of record or beneficially* of 10% or more of the 
outstandi.ng voting securities of the Company and all associates* of such persons, in the 
aggregate, of less than a 10% equity interest in such firm, corporation or other entity or (iij) both 
such position and ownership. 

Indirect Ownership 

If a person has a pecuniary interest*, by reason of any contract, understanding or 
relationship (including a family relationship or arraogement) in securities held in the name of 
another person, that person is an indirect beneficial owner of those securities. 

Investment Power 

The term ‘investment power,' with regard to any security, is defined in Rule 13d-3 under 
the Securities Exchange Act of 1934 to include the power to dispose, or to direct the disposition, 
of such security. 
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Material 


As defined by Rule 405 promulgated by the Securities and Exchange Corrcrissioo ucder 
ibe Securiiies Ac: of 1933, Lhe term “natcrial," 

"wbeo used to qualify a requiiemtai for the furnishing of jifonr.atioa as to any 
subject, -Uniiis the information required to those matters as to which an average 
prudent investor ought reasonably to be informed before purchasing ±e security 
registered.* 

Pecuniary Interest 

You have a ’pecuniary interest* in the securities if you have or sha.'e the opporruc::y. 
directly or indirectly, to profit or share in any profit derived &om a transaction in the securities. 

Subsidiary 

As defined by Rule 405. a "subsidiary" is a corporation or other entity which is directly 
controlled by the Company or indirectly controlled by the Company through one or more 
intermediaries. 

Voting Power 

The term ’voting power.’ with regard to any security, is defined in Rule 13d*3 under the 
Securities Exchange Act of 1934 to include the power to vote, or to direct the voting of, such 
security. 
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Andrew S. Fastoirf (S'?) Senior Vice Presadeftt and Chief Financial Officer since narch 

1998. Senior Vice President.. Finance. Enron Corp., fron 
Jas’-ary 29S7 to March 1996. Managing Director. Retail ar.i 
Treasury, ETT. fro« May 1995 to Jan-jary 1557. vice 
President, ECT. froos January 1993 to May 1995. Jurcount 
Director, ECt, from 1S9C to 1993. 
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Addendum to CH»es;ionnaire 
For Andrev.- S. Festow 


in response to question (a)(i) and in addition tc shares that 1 cLhcrvvjse rrocr. pursuant to 
the Questionnaire, 1 am associated with UM Cayman. L.P. C'LJMI’'). LTMl and certain 
of its affiliates own approximately 6.6 million shares of Enron's common stock. Some of 
such shares are subject to vanous contractual arrangements. 1 do not believe T have 
voting or investment power with respect to such shares, but I surest ihjs issue be 
discussed in detail with Scott Seflon. If such shares are uldmatcly reported in rcspcr.se to 
this question, my response shall not be construed as an admission that I am, for purposes 
of Section 16 of the Securities Exchange Act of 1934, the bencftcial owner of such 
shares. 

In response to question (g), LJMl and UNO Co-Investment L.P. ("IJM2") entered into 
various related party transactions with Enron during the second half of 1999 that should 
be reported. Scott Sefton is preparing a draft of the disclosure relating to these 
transactions, which he will provide shortly. 

In response to question (h), Scott Sefton can discuss whether any disclosure would be 
required as a result of my associadon with LTMl and LJM2. 

All my other responses to the questions in the Questionnaire are mads subject to my 
disclosures herein regarding LJMl and IJM2. 

In light of the complexity surrounding my association with UMl and IJM2 and the 
difficulty in applying the proxy disclosure rules to my association. I think it would be 
prudent for the Enron artomey who is responsible for proxy disclosure issues to meet 
with Scott Sefton to resolve these issues. 


Dated; 


l»o 


Andrew S. Fasiow 
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Memo 


Andersen 


To rh« Files 

From Thomas H. Bauer 

Dale November 2. 2001 

Subject Chewco investigation 

- CONFlOfcN UAL - 


October 26. 2001 I received a cal! from Rodnev Faldv-n and Ryan Siurck regarding formation ot C’hewco in 
1997 Faldyn inquired about ihe requirements ofFlFF 90-15 for.vuiside equity m an SPK if the investors 
include employees. I replied that the SPt needs to be capiiah/cd wnh )*• of outside equity etciusive of the 
employee and that such conclusion is consistent with previous advice given on Chcwco and more recently on 
IJM. Siurek acknowledged that LfM equity v^ as grossed up for the perceniage of .Andy Fastow m the DM 
transaction. Faldyn then advised that he had learned that Chewco may r>ot have the requisite equity and inquired 
as to the accounting impact. I adv ised that the SPF ivouid fail to qualify and the sponsor of the SPE would 
consolidate Chewco Faldyn said he would meet with Rick Causey to discuss further and asked that I remain 
available. (Attached as Exhibit I is documentation prepared in 1997 upon initial advice given to [-lu-on regardmi: 
its proposed Chewco structure.) 

On October 27. 2001 I was asked to attend a meeting with Causey and Faldyn regarding Chewco Als<i present 
at the meeting were Deb Cash and Dave Duncan. Causey presented a diagram of the Chew-co transaction which 
he said had been constructed upon discussion with Ben Glisan. (Ghsan is now treasurer of the company and was 
the principal accounting transaction support representative for Enron at the time of the transaction ) This 
diagram which was prepared by me from Causey's presentation is attached as Exhibit II 

Based upon the information presented, the group identified the following issues which would rvquire further 
analysis; 

• Did the Chewco partnership in fact have the requiMie '•* of capita) cxciusive of any employee 
involvement?* * 

Based on information presented it was not pKvssible to detenmne how much of Michael K»'pper's 
contribution was included in the SI 1 equity >inp (.At the time iif formation m 199" ^^e adv tved 
Fnron that the 3% of outside equity must be exclusive t)f any employee involvement ) e were jIm> 
adv ised by Causey that one of the either investees was Bill Dodson, a txinemployee. wlxi’s the husiness 
and persona! partner of Kopper. W« adv i>ed additional infcHmatton about the relationship beiwev’n 
Kopper and Dodson would be neces.sary to ascertain wheiher Dodsim wituld be considered a rcljicxj 
party, 

• Was ihe Barclay’s equity strip residual cxjuily al n>k a> required by FlIF 'AM 5 ’ 
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N<>\ trmhCT 2. 2U<)I 

C'hcvkco Insesiieaiton Chr*co In'esiipiion 
2 014 


Ouscy advised that Clisan indicalol that, up^in huviHit ot‘Che^^co in ihc I'irsJ quancr >>l i' 1 . S»'rur 
rcccised a disinbution of approx imatdy $10 million. We diwussed that ill jlisan\ v.'nnvviion 
correct, the si 2 e of the distribution relative to Barclay's smaller distribution mav indicate ih.ii Hjrcl.js\ 
equity was disproponiorute artd perhaps in substance debt. 

• Does Sonar control CHewco by virtue ot'a cor>Ncni .iirrccmeni fri'm Rie River ’ 

Per Causey. ( jlisan made refeTerKc to a consent ayrcxrment which provided Sonar the neht to m'Ic 
B arclay's shares ot Chewco l>epeoding upon the terms or collateral vit the consent le i» iihdrjui l 
nghts, etc.) Sonar may be deemed to control, thereby invalidating the covernarwe entena 

♦ ' 

I advised Causey and the group that we had rtever been provided xcess to any document bcvivnd the amended 
JED! partnership documents that were created upon the Chewco transaction. We requested C’hewco d*<umcni> 
at the time of the transaction, but were advised by (ilisan that the dtxumenis were those ^'Fa third panv^ind 
Enron does rtot have xcess to such ihx'uments. I advised ('ausey and the gn^up that access to -.uch divumcnis 
would be necessary to answer the items raised Causey reiterated that at the present lime, be has vcen m> tactual 
support for the items discussed above. 

-At that point. Faldyn nrdicaied that he had been told that a.Avcmo exisis ^within the trra.sury department from 
Kopper to ^counting instructing Enron as gerveral panrver in JEDl to direct future disinbulions to Chewco from 
JEDI after some specified date to tbe attention of Lee Fasiow at a home address, lee Fastow is the witr of Andy 
Fastow and previously worked at Enron in the treasury department. Causey stated that he is unaware ot any 
interest that Fasiow or his wife may have in Chewco aixJ therefore it is unclear why disinbulions would he xnt 
10 Lee. We requested that Causey gather information regarding the instructions and any subsequent ca.sh 
disbursements that were executed pursuant to the instructions, if any We asked that Causey inquire astp. .jccvsv 
to Chewco documents and related documents so we can perform additional audit procedures 

On November 2. 2001. Arsdersen received a set of documents related to Chewco from W timer & Culler. Deb 
Cash and 1 reviewed the Chewco documents and consirucied a diagram of ownership based upv'n *>ur review .is 
set forth in Exhibit III. This review ofthe (ransaeitonideniincd the following issues. 

• Fhc mterest by Barclay's was m (he Idrm ofa yield tertificaie which defines Big RWer and LitrW Rlvvr 
as borrowers arxl requires a yield slightly above LlBOlL 

• 1 reviewed a two page letter agreement vlaied Devember i'O. l'>d? beiween JfcDI and Chewn> which 
provided for a distribution to Chewco of approximately S16 milluvn of which S iO million w.i\ to be 

to Enron as a guarantee fee on debt of Chewco and approximately Sb million to be deposiieti in reserve 
furnling accounts of Big River arxJ Little River. Based upon a rev lew of other firmair^n d»Kumcnt\ iy 
appears that the deposit was a condition upxin -funding of the Barclay's cert ilicale. A'' ** Cdt\ 5 cquen<e,yA 
question arises as to whether the $ 1 1 millnm cooinhotions 1^ Barcjajfs was Fundc*d In p;irt by a 
disinbution from JEDI. Therefore Barclay’s Coninbuiion would be a net S5 million which veould be 
significantly below the }*• required. 

t )n the evening o( fJov ember 2. 2001 I was requested tD attend a mcviine w iih Mike Patrick. Al.iti i.iii.imi.nK v 
Jim Brown, and Cns Sherman alvi from Andersen were l>eb C.i\h. P.iitv ( irui/machcr, Kmibcrlv S»..if<iiii,> | »..ii 
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Daw ember 2. 2<.KJ I 

C hewco In\csiig 3 tion Che>*co [nvoiigaiion 
p*, 3 of 4 


Holley ond Kale Agnew Patnek staled ihji the punx>se ol ihc meeting >*35 lo seek <'ur g^jidarxe on .huKms oi 
Chewco and 1 JM tnnsaclions and to compare on whal Andersen had done lo date Pain^ k 'i.ik-d ihji he 
aixi others in the meeiina had rvx betrun any review arnl did rKX vet have access tii divumenis Suvh d-vumcni-. 
were to He presented vm Salurdav morning, November 3, I adv ised the group that w e had rev leu ed ihe t Hew ^ o 
documents prov ided and idenlined. among vXher issues, ihe two iicms discussed aKn e. 1 siatt'd ihat w e w s rv 
ci'nlinuing our analysis and had not formed corK'lusuins at that lime. I encouraged the companv lo rev lew 1 tie 
certihcaie agreements arui letter agreemeni and lorm iheir own ci*nclusuvn I addc'd'rf’ihe companv ^.imel.idext 
that the transactuin met all the requisite capitah/aih>n tests after review ot these dcvumeni^ we weuld lAe'is' 
have a discussion as to the basis of their corx lusiora 

On I he ev ening of November 3. 200 1 I received a call from Patrick to attend a meeting to discuss the Chewco 
transaction. Patnek advised that he had met with inhouse counsel. Vinson & Elkins and (ilisan and believt'd the 
transaction didn't result in a failed SPE. Dave IXmcan and I attended this meeting Present were Slikc Pjirick". 
Jim Brow n. C'ns Sherman. ar>d Rick Causes Subsequent to the commencemeni of the meeting others loimnl the 
discu.ssion from time to time. Christ ina .^lonianl. irthouse legal counsel. Ron ^viin. Vinstm &. Elkins Counsel, 
and Wes Colwell. North Arperican C'hicf ,Acc«Hiniing t >tTicer. W'e discussed the Idllow ing. 

• Ron Astin commented that he believed the equity ccnificates were in fact equity w nhin a legal 

’ dctlnitipn arxJ that the centficaic holders had nghis with respect to voting, and limiting the voting 

ability other parties, far greater that a typical debt agreement. I advised that to comply w iih SPH 
equity requirement the third party equity would be required to be equity m form and substance 

• Causey indicated that he was not sure that Dodson should be considered a related party /Mordant 
stated that Texas Slate Law doesn't legally rccogruze such relationships. I advised that I believed for 
accounting purposes, the assessment of whether Dodson was a related party would hav^e-to Cons'iilcT 
factors In addition to the legal factors to develop a conclusion 

• I inquired as to the group's response to the impact of the letter agr e ement dated December -30, I W'T 
referred to above. They replied they had not fcund such a document in ihcir materials. We awi'iwl 

I the group with a search of the documents in the room, and located the agreement .Mordanj^ 

and /kstin each stated that they had r>ever prevKsusly seen this agreement and were unaware ot its 
c;tiMencc. 1 iivquired of Glisan as lo the business purpose of this agreement Heijid he rct 
know. 1 asked Glisan why Jeremy Blackman would have been the auihorrred parly -to 5*1 gri 5 uch an 
agreement -and be replied “that is a good question', I presented the accounting impIlcjiioiW efliiP 
agreement which could reduce the 3*4 net equity as discussed atove fdordani presented an 
argument as to why the agreement >houUl not alter the investors nghi to the capital account which I 
could rxjl comprehend. Causey. Brown. Patnek. tJlisan. Astin and Mordant then left the nH-eiinu'fco 
pursue this matter further. Later, Brown and Painck relumed lo the metiing and staled that Glis*ui 
concluded that the transaction failed the criiena I asked if this Eo/ons-firul cerKluvien and PjincK 
indicated he did rxX know, 

On t^ovember 4 . 2001 vve were asked by Causeytp work with Fnji>n employers !•' assess the effect Enron 
Fiii.mcul SiJtcmenis js>,ummg Cibcw'c«i w'.is a fjiled SHE, During that pruCc-ss Wc were prcscniid a copy of 
C'hevvco's unauJiieJ tinarKial statements from hlarl Lirvdscy, hlark Lindsey ^aiJ he h.id nvcivcd ihe^efi-'in 
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Shirley Hedler in ihe funds marxagemeni group. Mark said he had not prcMousiy seen the Chewco financial 
siaicmenls or knew of ihtnr existence. 

We completed our analysis regarding the impact of the adjustment and aflcnded a meeting Sunday evening 
whereby ihe company presented its estimate of thcefTeci on previously reponed net income Wc ads ised 
Causey that we had not audited these estimates and the complextty of the JEDI agreement would require 
significani addiiumai analysts \o develop a more precise e^i’mate of the impact. 


Cc: Nancy Temple 

Attachments 
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ChewCo 



A Enron to provide guarantee on Che’-'Co debt for a fee or to pfov:de ChewCo with 
loan. 

Per discussion wiLh'JoKn ^ewart, Chev'Co can quaLfv as an S?1 and enst on the 
balance sheet of JEDI as a limited partner vMtn Eruon as :re g-jarantcr of debt or 
with Enron as the debt provider. However, tne roCow-.r.j condihorjs should apciv 

1) The loan/guarantee from Enron to ChewCo should be at market 

2) The loan/g%iarante€ from Enron to ChewCo should be executed under custom.arv 
terms and conditions, 

j) The equihv holders (Managing Members and Tegular '-lem.bers) of ChewCo 5“ ru..-! 
have hrst risk of loss (i e . be subcrd.nate to the dent h rider • 

■1) Since the equity- holders of ChewCo include a sma.l pe*:en:age or Erjon 

management. ChewCo will mair.tain 5% equity erclusn-e or these members aro -.n 
no case shall the Enron Regular Members cor.rroi C^.ev^Co 
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V&E Shoots Back 

Vinson & Elkins Offers Its Most Detailed Response Yet 
To Critical Report on Its Work for Embattled Enron Corp. 


By Ons Bilodeau 

For weeks, the press and public talked around the edges of the quality of the legal 
work Vinson & EBdns did for ihe disgraced and embartJed Enron Coip. 

Then the Powers report laid it bare. 

Prepared by a former enforcement director of the Securities and Exchange 
Commission, Wjlmer. Cutler & Pickering partner Wiliam McLucas. the Feb. 
I report on behalf of a special comminee of the Enron Corp. board contends 
that Vinson & Elkins was in fact involved in many of Enron’s most controver- 
sial deals — and was also involved in decisions about how to disclose those 
deals to the public. 

The document never accuses Vinson & Elkins lawyers of violating any 
laws. But it sharply criticizes the firm for “an absence of . . . objective and 
critical professional advice." Enron was the Houston-based law firm's largest 
client. ^ last year accounted for 7.8 percent of V&E's $455 million in rev- 
enue. according to a firm spokesman. 

Now the law firm is aiming to counter its portrayal in the report, commis- 
sioned by an Enron pane) chaired by board member William Poweis-Ii—Uje 
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Joint Energj' Development Investmeols Limited Partnership 
1400 Smith Street 
Hoii.^foa. Texas 77002 



December 30, 1997 


CHEWCO INVESTMENTS, L.P. 

1400 Smith Street 
Houston, Texas 77002 

RE: Revolving Credit Agreement dated as of even date herewith {the '^ Credit Agreement ”) 

among CHEWCO INVESTMENTS, L.P-, as borrower (‘‘ CHEWCO” '). the lenders from 
time to time party thereto and Joint Energy Development Invcscnenis Limited Partnership 
("lEDi”) 

Ladies and Gentlemen: 

JEDI has, prior to the date hereof, sold its interest in Coda Energy, Inc. and its subsidiary, Taurus 
Energy Corp. (the ^ investments ’^). JEDI and CHEWCO agree that, norwithstanding Section 2.07 of the 
Credit Agreement, any distributions of the proceeds from the sale of the Investments (the “ Distributions ’’^ 
from lime to time to CHEWCO, owmer of a 50% limited partnership interest in JEDI, shall be used as 
follows; 

(i) HrsL to fund the following accounts in an aggregate amount equal to 56,580,000.00: 
(a) the Little River Base Reserve Account No. 050-793S96 in an amount equal to 
5197,400 and (b) the Big River Base Reserve Account No. 050-793870 in an amount 
equal to 56,382,600; 

(ii) second, to pay up to 510,005,000 of the outstanding principal balance on the 
Subordinated Debt (as defined in the Credit Agreement); and 

(ill) third, thereafter in accordance with Section 2.07 of the Credit Agreement. 
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ioini Energy Development Investments 
Limited Partnership 

By: Enron Capita! Management Limited Partnership, 
its sole eencra! partner 



CHEWCO INVESTMENTS, L.P. 

By: SONR j?l, L.P.. hs sole general panner 
By: SONR #1, L.L.C.. its sole general panner 



F-;r!l3‘5-£N'Rl00;9O00'SlG.PGS «TD 

0<ccmotr IT. W 


[Signaturc Page for Application of 
Distributions Side Letter] 
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guafanty agreement 

THIS GUARANTY AGREEMENT < this “GuarME”) dated as of December 30. 1997. is made 
by ENRON CORP., an Oregon oorporaiion (the 'Guaamgr'). in favor of Barclays Ba.'ik PLC ('Bank") 
and penains to obligations of CHEWCO Invesimenes. L.P. ("Borrou'er'). 

PRELIMINARY STATEMENTS 

The Bank has agreed to loan the Borrower 5239,995,000.00 on the condition that the Guarartor 
provide this Guaranty. The Guarantor may reasonably be expeaed to benefit, directly or indiresrtly, from 
providing this Guaranty. 

NOW, THEREFORE, for and in cortsidcratiott of the premUes and for other good and vaitiable 
consideration, the receipt and sufficiency of vdiich arc hereby acknowledged, the Guarantor agrees as 
follows: 


article 1 

DEHNITIONS 


Section 1 , 1 Certain Defined Tenns . As lued in this G jaranry. the following te-ims shall have 
the following meanings (such meanings to be equally applicable to both the singular and the plural forms 
of the tciim defined): 

''Bank' has the meaning specified in the first sentence of this Guaranty. 

' Borrower ' has the meaning specified in the first sentence of this Guaranty. 

" Business Dav ' means any day of the year except Saturday, Sunday and any day on which banks 
are requited or authorized to close in New York CiQr or Houston, Texas. 

I 

*G&QS2li^yiiS4’ to the consolidation of the accounts of the Guarantor and its Subsidiaries 
in accordawa with GAAP. 

• Consolidated Net Worth " mcam at any date the Consolidated stockholders’ equity of the 
Guarantor and Its Consolidated Subsidiaxies (excluding any Redeemable Preferred Stock of the 
Guarantor). 

• Consolidated Tangible Net Worth * means at any date Consolidated K« Wonh less the amount, 
if any, in excess of SUO.BOO.OOO of Consolidated "imangibie assets' (as defiDcd below) included in 
deiemtining Consolidated Net Worth. For the purposes of this definition, 'Intangible assets' means ihe 
amount of (i) all write-ups (other than write-ups resulting from foreign currency translations and write-ups 
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of isscis of a going concern business made widiin iwelve rntHirfis after the acquisition of such business) 
subsequent to December 31 . 1994, in die book value of any asset owned by the Guarantor or a Subsidiary 
and fi'O all unamortized goodwill, patents, tradwnarks, service marks, trade names, copyrights, 
organication or developmental expenses and other intangible jtems. 

' Debt * of any Person means su any date, without duplication, (i) obligations for the repaymeni 
of money borrowed which are or should be shown on a balance sheet as debt in accordance with GaAP, 

(ii) obligaiions as lessee under leases which, in accordance with GAAP, arc capital leases, and 

(iii) guaranties of payincra or coUecrion of any obligations described in clauses (i) and (ii) of other 
Persons, orovfded . that clauses 0) and (H) mciude. in the case of obligations of the Guarantor or arty 
Subsidiary, only such obligations as are or should be shown as debt or capital lease liabilities on 4 
Consolidated balance sheet in accordance with GAAP; provided , fcnher . that none of the following shall 
constjruEc Debt: (A) transfers of Pemutted Receivables pursuant to a Permitted Receivables Puichasc 
Facility (and indemnification, recourse ot repurchase obligations thercuuder). (B) the li^ility of any 
Person as a general panner of a partnership for Debt of such partnership, if the partnership is not a 
Subsidiary of such Person, and (Q obligaticns (other than t^rrowings. capital leases or financial 
guaranties by Guarantor or any Subsidiary) related 10 the sale, purchase or delivery of hydrocarbons in 
respect of produaion payments conveyed in transfers constituting sales under GAAP. 

* Enion Indenture ' means that cenain ic'.dcnriire dated as of November 1, 1985 between the 
Guarantor (formeily InicrNonh, Inc.) and Harris Trust and Savings Bank^. as Trustee, without giving 
effect iQ any amendmem or modificaiion thereof. 

~ £OG Group ' means Enron Oil & Gas Company, a Delaware corporation, and its subsidiaries, 

' ERISA " meajxs the Employee Retirement Income Security Act of 1974. as amended from n'me 
to time, and any successor statute of similar import, logeiher with the regulations ihereunder. as in effect 
from time to time, 

' ERISA Affiliate " means any trade or business (whether or not incorporated) which is a member 
of a group of which the Guarantor is a mccnbei and which is under commonxcntrol withirt the meaning 
of the regulations under Seaion 414 of the Code. 

“ Event of Default ’ has the meaning specified Irt the Note. 

• pERC * means the Federal Energy Regulatory Commission, or any federal agency or authority 
of the United States from time to time succeeding to its futtetion. 

‘ GAAP * means United States generally accepted accounting principles and policies consistent w«h 
those af^Iied in the preparation of the audited consolidated financial staiemems tefetred 10 in 
Section 3.01(4). 

'Guaramof* has meaning specified in the first sentence of ihb Guaranty. 

“ Guarantor Default * has the meaning specified in Section 5.01 of this Guaranty. 
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‘ GuaranTY * has ehe meaning specified in ihe firsi semence of this Guarant)-. 

“ Insufnciencv ' means, with lespcci lo any Plan, the amount, if any. by which the present value 
of the accrued benefits under such Plan exceeds the fair market value of (he assets of such Plan allocable 
to such benefits. 

' Mulciemplover Plan ' means a ‘muliicutployer plan” as defined in Section 400l(a)<3) of ERISA 
to which the Guarantor or any ERISA Affiliate is making or accruing an Obligation to make contributions. 
Of has within any of the preceding five plan years made or accrued an obligation to make contributions. 

' Multiple Employer Plan * means an employee benefit plan, other than a Muliiemploycr Plan, 
subject to Title IV of ERISA to which the Guarantor or any ERISA Affiliate, and more than one 
employer other than the Guarantor or an ERISA Afftitaie. is making or accruing an obligation to nuke 
conirioutions or, in the event that any such plan has been tenninated. to which the Guarantor or any 
ERISA Affiliate made or accrued an obligation to make contributions during any of the five plan yean 
preceding the date of termiruiion of such plan. 

' Note " means the promissory note dated December 30, 1997 executed by the Borrower and 
payable to the order of the Bank in the principal amount of $239,995,000.00. 

' Notice ' has the meaning specified in Section 6.01 of this Guaranty. 

' Obligations ' means aJI amounis owed from time to lime by the Borrower pursuant to the terms 
of the Note, whether owed now or in the future. Including, without limitation, all principal of and interest 
on the Note and all costs, expenses and indemnities provided for therein. 

' PBGC " means the Pension Benefit Guaranty Corporation, or any federal agency or authority of 
the United States from lime to time succeeding to its function. 

' Permitted Receivables ' means (a) any teceivables and rights (whether now existing or hereafter 
arising) resulting from any Regulated Subsidiary’s authority to collect revenue from any customer 
receiving service that is subjea to the jurisdictioa of the FERC, whether such revenue is collected by 
means of a demand charge, reservation fee. commodity charge, usage fee or ocher rate for such service 
set forth In such Regulated Subsidiary's FERC gas tariff or by means of any surcharge upon or other fee 
levied in conjunction with any such rate, (b) all indebtedness of any obligor (whether now existing or 
hereafter arising) under a contract for sale or transponation of crude oil, natural gas or other goods or 
services by the Guaxantor or any of its Subsidiaries and all related rights of the Guarantor or such 
Subsidiary, which shall Include, without Hmiution. any obligation of such obligor (whether now existing 
or hereafter arisiog) to pay amounts based on the tnoruhly eniitlemem of such obligor io such sales or 
transponation service (foe entitlements not to exceed 90 days from dace of invoice) and any obligation 
of such obligor (whether now existing or heieafter arising) lO pay interest, finance charges or amounts 
with respect thereto, and (c) with respect to any of the foregoing teceivables ot indebtedness, all 
guarantees, insurance, letters of credit and other agreements or anangemems of whatever character from 
lime to time supporting or securing payment of any such receivables ot indebtedness. 
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" Pcrmicicd Receivables Purchase Faciiliv ' means any agfccmcni of ihe Gusranior or any of its 
Subsidiaries providing for transfers of Pcnnitied Receivables purporting to be sales (and considered sales 
under GAAP) that do not provide, directly or indireaJy. for recourse against the seller of such Permitted 
Receivables (or against any of such seller’s affiliates), by way of a guaranty or any ocher suppon 
arrangement, for the collectibility of such Permitted Receivables (based on the financial condition or 
circumstances of the obligor thereunder), other than such limited recourse as is reasonable given market 
standards for transactions of a similar type, taking into accourtt such factors as historical bad debt loss 
experience and obligor concentration levels. 

' Person " means an individual, partnership, corporation, limited iiabiliry company, business trust, 
joint stock company, trust, unincorporated association, joint venture, firm Or other entity, or a 
government or any political subdivision or agency, department or ifistfUmcniaJiry thereof. 

' Plan ' means an employee benefit plan (other than a Muhicmploycr Plan) which is (or, in the 
event that any such plan has been icnninated wuhin five years after a transaction described in 
Section 4069 of ERJSA. was) nuintained for employees of the Guarantor or any ERJSA Affiliate and 
covered by Title IV of ERISA. 

* Principal Subsidiary * means as of any date of determination, any Subsidiary having consolidated 
assets (less any debt of such Subsidiary and any of such Subsidiary's cortsolidated subsidiaries with 
respect to which the Guarantor has not guaranteed payment) equal to or greater than 5% of the 
Guarantor's consolidated assets; provided that , as of any date of determination, each of the following 
named entities shall be deemed to be a Principal Subsidiary (but only if such entity is a 'Subsidiary" as 
of such date of determination) without regard to the consolidated assets test described above in this 
definition: Enron Oil &. Gas Company, Houston Pipe Line Company, Transwestem Pipeline Company. 
Korthem Natural Gas Company. Enron Capita! & Trade Resources Corp,. and Enron Pipeline Company. 
For purposes of this definiuon. (a) consolidated assets of a Subsidiary shall be deicrmined based on the 
most recent quanerly or annual consolidated financlaj statements of such Subsidiary available prior to 
such determination, and (b) consolidated assets of the Guarantor shall be determined based on the most 
recent quanerly or annual corxsolidated financial staicmcms of the Guarantor available prior to such 
determination. 

" Preferred Stock " means, as applied to any corporation, shares of such corpoation which shall 
be entitled to preference or priority over any other shares of such corporation in respect of either the 
payment of dividends or the distribution of assets upon liquidation. 

' Redeemable * means, as applied to any Preferred Stock, any Preferred Stock which (i) the issuer 
undenakes to redeem at a fixed or determinable date or dates (other than pursuant to the exercise of an 
option to redesm by the issuer, if the failure to exercise such option would not maierialJy adversely affect 
(he business, consolidated financial position or consolidated resuiu of operations of the Issuer and its 
subsidiaries taken as a whole), whether by operation of a sinking fund or otherwise, or upon the 
occurrence of a condition not solely within the control of the issuer, or (ii) is redeemable at the option 
of the holder. 
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' Regulated Subsidiary - means Transwesicm Pipeline Company. Nonhcm Namral Gas Company 
Of any other Subsidiary reflated by FERC- 

' Subofdinaied Debt * means, (a) the Z.25% Sentof Subordinated Debentures due 20!2 and the 6 
y* Vc Senior Subordinated Debennjres due July 1. 2005 of the Cuaranior issued pursuant lo the Indenairc 
dated as of February 1. 1987 between the Guarantor and NationsBank of Texas, N.A., as tnisiee. (b) the 
obligations of the Guarantor under the Loan Agreement dated as of November 15. 1993. between the 
Guarantor and Enron Capiol LX.C., <c) the obUgations of the Guarantor under the Loan Agrccmcm 
dated as of August 3. 1994, between the Guaramof and Enron Capiui Resources. L.P., and (d) any Debt 
of the Guarantor which is subordinate to any «her obligations of the Guarantor so long as (i) the terms 
of such Debt arc fx) substantially similar to and no less favorable to the holders of Senior Indebtedness 
(as defined in such Indcncurc) than the terms of such Scnioc Subordinated Debentures due 2012 of the 
Guarantor (and the panics confirm that it ts iheir intention that all obligations of the Guarantor under this 
Guaranty constiruie 'Senior Indebtedness' for the purposes thcreoO Or (y) consented to by the Bardc 
(which consent will not be unreasonably withheld), and (it) no payments of principal sfudl be payable 
(whether by scheduled mamrity, required prepaymexu, or otherwise, unless as a result of the acceleration 
of such Debt in accordance with the lerrrc thereoO under such Debt prior to December 15, 200i. 

' Subsidiarr' ' of any Person means, any corporation, pannership. joint venture or other entity of 
which more than 50% of the outstanding capital stock or ocher equity interests having otdlnary voting 
power (irrespective of whether or not at the time capital stock or other equity interest of any other class 
or classes of such corpora! ion. pannership, joint vennarc or other enticy shall or might have voting power 
upon the occuatncc of any contingency) is at the time owmed directly or indireciiy by the Guaramof; 
provided, however, that no such corporaiion. partnership, joint vencure or other entity shall (a) constitute 
a Subsidiary of the Guarantor unless such entity is a Consolidated Subsidiary of the Guaranior. or 
(b) constitute a Subsidiary of any other Person, unless su<X entity would appear as a consolidated 
subsidiary of such Person on a consolidated balance sheet of such Person prepared In accordance with 
GAAP. Unless otherwise piovided or the context otherwise requires, the term 'Subsidiary' when used 
herein shall refer to a Subsidiary of the Guarantor. 

' Termination Event ' mcajis (i) a 'rcponable event*, as such term is described in Section 4043 
of ERISA (other than a 'repartabic event* not subjea to the provision for 30-<lay notice to the PBGC), 
or an event described in Section 4062(c) of ERISA, or (ii) the withdcawal of the Guarantor or any ERISA 
Affiliate from a Multiple Employer Plan during a plan year In which it was a 'substantial employer', as 
such term is defined in Section 4C0KaX2) of ERiSA. or tht incurrence of liability by the Guarantor or 
any ERISA Affiliate under Section 4064 of ERISA upon the terTTutiatlon of a Multiple Employer Plan, 
or (iii) the distribution of a notice of Intent to tenninatc a Plan pursuant to Section 40S 1(a)(2) of ERiSA 
Of the treatment of a Plan amendment as a icrminatioo under Section 4041 of ERISA, or (Iv) the 
institution of proceedings to terminate a Plan by the PBGC under Section 4042 of ERJSA. or (v) any 
oiher event ot condition which might constiruie grounds under Section 4042 of ERISA for the termination 
of, or the aj^intmem of a trustee to administer, any Plan. 

' Total ^apiralization ' means, at any dme. the sum (without duplication) of (a) Total Senior Drfji, 
(b) the toul outstanding principal amount (or the book carrying amouni of such Debt if issued at a 
discount) of Subordinated Debt of the Guaranior and its Consolidated Subsidiaries, (c) Consolidated Net 
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Wonh ks 5 anyajpoont ihtrtofaxiribus^blcto'ininofity iroerests" tas defined below). 2 f>d(d) Redeemable 
Preferred 5t<^k of ihc Guarimor and sis ConsoHdaied Subsidiaries other ihm ihe EOG Group. For ?hc 
purpose of this dtfiaitibn. ‘minority interests' mtais my investment or mrerest of the Guarantor in any 
corporation, partnership or other ennty to the exteru that rhcioiai amount ihtreof owned by the Guarajitor 
(directiy or indirectly) constitutes 50% or less of all outstanding interests or investments in such 
corporation, pannership or entity. 

‘ Total Senior Debt * means, at any time, ail Consolidated Debt of the Guarantor and its 
Consolidated Subsidiaries other than Subordinated Debt, 

' Withdrawal Ltabiliev ' shall have the meaning given Such term under Pan I of Subtitle E of 
Tide fV of ERISA. 

Section 1.2 Accounting Terms . All accminting terms not specifically defined herein shall be 
construed in accordance with, and certificates of compliance with financial covenants shall be based on, 
GAAP; provided , however , the financial siatemcnts and reports required pursuant to Seaion 4.0t{a)(i) 
and (vii) shall be prepared in accordance with gcacrally accepted accounting principles consistently 
applied except to the extent stated iheretn. 

Section U3 Miscellaneous . The words "hereof,' 'herein* and 'hereunder' and words of 
similar tmpon when used in rhis Ouaraniy shall refer to this Guaranty as a whole and not to any 
panicular provision of this Guaranty, and Ankle and Section references arc lo Ankles and ScctiOTis of 
this Guaranty, unless otherwise specified. The term ‘including* shall mean 'induding, without 
limitation.* 


article n 
guaranty 


Section 2.1 Guaranry . 

(a) The Guarantor hereby unconditjonally, absolutely and irrevocably guarantees to the 
Bank, within three (3) Business Days of demand, the full and timely payment and satisfaction of <a) the 
Obligations as and when the same shall become due or payable, whether at marurity or otherwise, and 
(b) any and ail fees and expenses (tocluding reasonable counsel fees and expenses) incurred by the Bank 
in enforcing any of its rights under this Guaranty. If the Cuaranior receives a demand for payment 
pursuant to this Guaranty, the Guarantor shall pay to the Bajik, not later than the third Business Day 
following the Guarantor's receipt of such demand, the amount specified in such demand, which shall not 
exceed the amount of the Obligations to which such demand relates. Multiple demands may be made 
hereunder. 


(b) If, at any time, the Barfc provides notice to the Guarantor that (i) an Event of Default 
under the Note has occuned and the Bank is unable to accelerate or U blocked from accelerating the 
marurity of the Note and (iO the Bank notifies the Guarantor that it elects to sell and assign the Note to 
the Guarantor, then the Bank shall assign and sell to the Guarantor, and the Guarantor shall accept. 
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purchase and pay for the Koce in accordance with (he remaining provisions of this clause (b). The 
Closing of the assignment, acceptance, sale and purchase shall occur on the third Business Day following 
the noucc from the Bank to the Guarantor referred ro above. On such Business Day; 

(i) the Bank, shall deliver (he Noce (or in the event the Note is lost or 
missing, an affidavit certifying that the Note is lost or missing and indemnifying the Guarantor for losses 
ii incurs as a result of the note being lost or missing) lo the Guarantor; and 

(ii) upon satisfaction of clause Section 2.01(b)(i), the Guarantor shall pay the 
Bank an amount in cash equai to the outstanding Obligations as of such date. 

Section 2.2 Narure of Guaranry . The Guarantor guarantees ihai. subject to the demand 
provisions set forth in Section 2.01. the Obligations will be paid in accordance with the terms of the 
Note. The liability of the Guarantor under this Guaranty to the ftjllcst extent permined by law shall be 
absolute and unconditional, irrespective of: 

(a) any change in the time, manner or place of performance or payment of, or in any 
other term of. all or any of the Obligatiotrs. or any other amcttdmcnt. extension of marurity or waiver 
of or any consent or deparrure from the Note; 

(b) the existence of, or any release or amendment or waiver of or consent to 
departure from, any other guaranry for all or any of the Obligatiorw; 

(c) any change in the existence, structure or ov/nership of the Borrower, rhe 
Guarantor or the Bank or any insolvency, bankruptcy, rcorganizatlonor other similar proceeding affecting 
any of them or their respective assets or any defense that may arise as a result of any such proceeding: 

(d) any other act, omission to act or delay of any kind by any party hereto or any 
other person, or any other circumstance whatsoever that might, but for dtc provisions of this Section, 
cot^rirute a legal or ^quilable discharge of the obligations of a guarantor or surety; 

(c) any lack of validity or enforceability of the Note or any other agreement or- 
instrumenijrclating thereto; 

(f) any law or legal requitemcnc now or hereafter in effect in any jurisdiction 
affecting any of the terms of the Note or the rights of the Bank with respect thereto: or 

(f) the failure of the Bank to assert any claim or demand or to enforce any right or 
remedy under the Note. 

The Guaranty made by the Guarantor hereunder shall continue to be effective or be rcinsuted, as the case 
may be, if at any time any payment of any of the Obligations Is rescinded or must otherwise be returned 
by the Bank for any reason, including the bankruptcy, insolvency or reorganization of the Borrower or 
otherwise, all as though such payment had not been made. and. in such cvem. the Guarantor will pay to 
the Bank an amount equal to the payment that has been rescinded or resumed. This Guaranry shall be 
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absolute uDcondiiionsI nocwiihstandiog Jhc oc^rrence of any event or the cjisrence of any other 
circumstaoce which might comtirutc a defense available to the Cusramor or the Borrow-er or a legal or 
equitable discharge of a surety or ihc Guarantor except indefeasible payment in full of the Obligations 
and all other amounts owed hereunder. The provisions of this paragraph wii 5 survive any release or 
tcrminaiion of this Guaranty. If and to the extern that ib< Guarantor maiccs any payment to the Bank 
pursuant to this Guaranty, any claim which the Chratantor may have against the Borrower by reason 
thereof shall be subject arid subordinate to the prior indefeasible payment in full of the Obligatjons. The 
obligations of me Guarantor heieunder are independeru of the obligations of the Borrower and separate 
aciion or actions may be brogghc and pr<»ecuied against the Guarantor to enforce this Guaraiuy, 
inespcctivc cf whether any action is brought ag;uns( tJar Borrower or whether the Borrower b Joirstd in 
any such aciion or actions. 

^•3 Waiver . Except as otherwise set forth hercia. the Guarantor waives promptness, 
diligence, notice of acceptance and any other n<Micc with respea lo any of the Obllgstioos and this 
Guaranry and any requirement that the Bardc protect, secure, perfect or insure any coilaterai or exhaust 
any right or take any action against the Borrower or any other Person or ajiy collateral. 

ARTICLE III 

representations, warranties 

Section 3.1 Repfeseniaciorts and Wananties - The Guarantor hereby represents and w-arrants 
as follows: 

(a) The Guar^tor and each Principal Subsidiary are duly orgaruted or validly 
formed, validly existing and (if applicable) in good standing in each case under the laws of its jurisdiction 
of incorporation or formation. The Guaranior and each Principal Subsidiary have all requbite powers 
and all material govemmeaui Hcenses. authorizations, consents and approvals required in each c^e to 
carry on its business as now conducted. 

(b) The eiccution, delivery and performance by the Guarantor of this Guaranty arc 
within the Guarantor's corporate powers, have been duly authorized by ail necessary corporate action of 
the Cuaranior, require, in respect of the Guaranior, no action by or in respect of. or filing with, any 
govenvnentJal body, agency or ofTtcial and do not contravene, or constitute a default under, any provision 
of law or regulation (including, without limitation. Regulation X issued by the Federal Reserve Board) 
applicable to the Guaramor or Regulation U issued by the Federal Reserve Board or the articles of 
incorporation or by-laws o( the Guarantor or any judgment. Injunction, order, decree oi fflaierial 
(’maieriar for the purposes of this represenuiion meaning creating a liability of $50,000,000 or more) 
agreement binding upon the Guarantor or result in ihc creation or imposition of any lien, security interest 
or other charge or encumbrance on any asser of the Guarantor or any of its Subsidiaries. 

(c) This Guaranty has been duly executed and delivered by the Guarantor and is the 
legal, valid and binding obligation of the Guaramor enforceable against the Guarantor in accordance with 
its terms, except as the enforceability thereof may be limiic^Tby the effea of any applicable bankruptcy. 
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iniolvcncy. reofganjz 2 tion. moraioiium or similar laws affcciing creditors’ righis generally and by general 
principles of equity. 

(dl The audited consolidated balaxice sheet of the Guarantor and its Subsidiaries as 
of December 31. 1996 and the related audited consolidated statements of income, cash flows and changes 
in stockholders’ equity accounts for the fiscal year then ended and the unaudited consolidated balance 
sheet of the Guarantor and its Subsidiaries as of June 30. 1997 and the related unaudited consolidated 
statements of income, cash flows and changes in stockholders* equity accounts for the six months then 
ended, certified by the chief finaiKiaJ or accounting officer of the Guarantor, copies of which have been 
delivered to the Bank, fairly present, in conformity with GAAP except as otherwise expressly noted 
therein, the consolidated finandal position of the Guarantor and its Subsidiaries as of such dates and their 
consolidated results of operations and changes in financial position for such fiscal periods, subject (in the 
case of the unaudited balance sheet and statements) to changes resulting from audit and normal year-end 
adjustments. Since December 31, 1996 through the date hereof, there has been no material adverse 
change in the business, consolidated financial position or consolidated results of operarions of the 
Guarantor and its Subsidiaries, considered as a whole. 

(e) Except as disclosed in the Guarantor’s Form ICV-K for the year ended 
December 31. 1996 or the Guarantor's Forms 10-Q for the quarters ended March 31, 1997 or June 30. 
1997. there is no aaion, suit or proceeding pending against the Guarantor or any of its Subsidiaries, or 
to (he knowledge of the Guarantor threatened against the Guarantor or any of its Subsidiaries, before any 
coun or arbitrator or any governmental body, agency or official in which there is a reasonable possibility 
of an adverse decision which could truterially adversely affect the business, consolidated financial position 
or consolidated results of operations of the Guaranior and its Subsidiaries, taken as a whole, or which 
in any manner draws into question the validity of this Guaranty. 

(0 No Termination Event has occurred or is teasotubly expected to occur with 
respect to any Plan for which an Insufficiency in excess of S50.000.000 exists. Neither the Guarantor 
nor any ERISA Affiliate has received any nottficailon (or has knowledge of any reason to expect) that 
any Multicmploycr Plan is in fcotganizaiion or has been terminated, within the meaning of Title IV of 
ERISA, for which a Withdrawal Liability in excess of SSO.000.000 exists. 

^ (g) United Sates federal income tax returns of the Guarantor and its Subsidiaries have 

been examined and closed through the fiscal year ended December 31. 1991. The Guarantor and its 
Subsidiaries have filed or caused to be filed all United States federal income tax returns and all other 
material domestic tax returns which to the knowledge of the Guarantor are required to be filed by them 
and have paid or provided for the payment, before the same become delinquent, of all taxes due pursuant 
to such returns or pursuant to any assessment received by the Guarantor or any Subsidiary, other than 
(hose taxes contest^ in good faith by appropriate proceedings. The charges, accruals and leserves on 
the books of the Guarantor and its Subsidiaries In respect of taxes are. in the opinion of the Guarantor, 
adequate to the extent required by GAAP. 

(h) Neither the Guarantor nor any of its Subsidiaries is an 'invesonent company' 
within Che meaning of the Invesonent Company Act of 1940, as atnended. 


oisntn o?4>iSix 


VE 00859 



312 


{i) Each of the Borrower and the Wncipal Subsidiaries is not subje« «0. or is exempt 

from, icgularion asa 'bolding ermipany'. a 's«teytaiy coi^aRy” of a “hQlding company’, an ’sffjljaic* 
of a ’Iwlding company*", or an 'affUiacs’ of 2 'si^tdiafy <ot5»pany' of a ’hoiding company', in each 
case as such terms arc defined in die Public Udli^ Holding Company Act of j935. as amended. 

(j) Not more than 25 percent of the value of ihc assets (cither of the Guarantor only 
oc of the Guaramor and its Subsidiaries on a consolWited basis), which are subjea to any arrangement 
with the BanJc (herein or otherwise) whereby the Guaranior'S or any Subsidiary's right or ability to sell, 
pledge or otherwise dispose of assets is in any way restricted, will be margin stock (within the meaning 
of Regulation U issued by die Federal Resent Board). 

ARTICLE IV 
COVENANTS 


Section 4.1 Affimtattve Covenants . The Guarantor hereby covenants and agrees that, until 
the Obligations and all other amounts owed hereunder are paid in full, the Guarantor shall; 

(a) Reooning Reouirements . Furnish to the Bank: 

(i) (1) promptly after tfw sendii^ Of filing thereof, 2 copy of esach of the Guarantor’s 

repons on Form Z'K (or any comparable fonn). <2} promptly after the fifing or sending 
thereof, and ic any everu wiihin 75 days after the end of each of the first three fiscal 
quarters of each fiscal year of the Guaramor. a copy of the Guarantor’s repon On Form 
10-Q (Of any comparable form) for su<A quaner. which report will include the 
Guarantor's quancrly unaudited consolidated financial statements 25 of the end of and for 
such quarter, and (3) promptly after the filing or sending thereof, and in any event within 
135 days after the end of each fiscal year of the Guaraniot. a copy of the Guarantor's 
annual repon which it sends to its public security holders, and a copy of the Guarantor’s 
report on Fonn lO'K (or any comparable form) for such year, which annual repon will 
include ihc Guarantor’s annual audited consolidated financial staternems as of the end of 
and for such year; 

(li) simuftaneously with the deUveiy of each of the annual or quarterly reports referred to its 
clause (i) above, a certificate of the chief finaricial officer or the chief accounting officer 
of (he Guarantor in a form accepcaUe to the Bank (x) setting fonh In reasonable deuii 
the calcuJaiiord required to establish whether (he Guarimor was in compliance with (he 
requirements 0 / Sections 4.02(b) and (c) on the date of the financial staiemenis contained 
in such report, and (y) sutlng whether there taisis on the date of such certificate any 
Event of Defalt or event which. wHh the giving of ootice or lapse of titne. or both, 
would consiinice an Everu of Default, and. if so. setting fonh the deiails thereof and U« 
action which the Guarantor has taken and proposes to take with respect thereto: 

(iii) as soon as possible and in any event within Tivc days after an executive officer of the 
Guarantor having obuined knowledge thereof, notice of the occurrence of any Event of 
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Dcfaull or any cvenc which. wUh the giving of notice or lapse of time, or both, would 
consiiruic an Event of DefauJi. continuing on the date of such notice, and a sutement of 
the chief financial officer of the Guaranior setting fonh details of such Event of Default 
or event and the action which the Guarantor has taken and proposes to take with respect 
thereto; 

(iv) as soon as possible and in any event (A) within 30 Business Days after the Guarantor or 
any ERJSA Affiliate knows or has reason to know that any Termination Event described 
in clause (i) of the definition of Temunarion Event with respect to any Plan for which an 
Insufficiency in excess of S50.000.000 exists, has occurred and (B) within 10 Business 
Days after the Guarantor or any ERJSA Affiliate knows or has reason to know that any 
ocher Termination Event with respea to any Plan for which an Insufficiency in excess 
of 550.000,000 exists, has occurred or is reasonably expected to occur, a statement of 
the chief financial officer or chief accounting officer of the Guarantor describing such 
Termination Event and the action, if any. which the Guarantor or such ERISA Affiliate 
proposes to take with respeci thereto: 

(v) promptly and in any event within five Business Days after receipt thereof by (he 
Guarantor or any ERJSA Affiliate, copies of each notice received by the Guarantor or 
any ERJSA Affiliate from the PBGC suting its intention to tcrminaie any Plan for which 
an Insufficiency in excess of S50.000.000 exists or to have a trustee appointed to 
administer any Plan for which an Insufficiency in excess of $50,000,000 exists; 

(vi) promptly and in any event within five Business Days after receipt thereof by the 
Guarantor or any ERISA Affiliate from the sponsor of a Multicmploycr Plan, a copy of 
each notice received by the Guarantor or any ERISA Affiliate indicaiing liability in 
excess of 550.000,000 incurred or expected to be incurred by the Guaranior or any 
ERISA Affiliate in connection with (A) the imposition of a Withdrawal Liability by a 
Muliiemploycr Plan. (B) the determirution that a Multicmploycr Plan Is. or is expected 
to be. in reorganization within the meaning of Title IV of ERJSA. or (C> the termination 
of a Multiemployer Plan within the meaning of Title IV of ERISA: and 

(vii) such other inforroacioo respecting the condition or operations, financial or otherwise 
^ (including an annual report or reports on oil and gas reserves of the Guarantor and iu 

Subsidiahes). of the Guarantor or any of its Subsidiaries as the Bank may from time to 
lime reasorubly request. 

(b) Gompliance with Laws. Etc. Comply, and cause each of its Subsidiaries to comply, with 
all applicable laws, rules, regulations and orders to (he extent ooncompUance therewith would have a 
material advene effect on the Guarantor and Us Subsidiaries taken as a whole, such compliance to 
include, without limitation, compliance with envirortmcmal laws and paying before the same become 
delinquent all taxes, assessments and gevemmeotaJ charges imposed upon it or upon its property except 
to the extent contested in good faith. 
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(c) Preservation of Corporate Existence. E(C. Preserve and maintain, and cause each of the 
Principal Subsidiaries lo preserve and mainiain, its legal cxiscence. fights (charter, if applicable, and 
statutory) and franchises; provided , however , rha this Action 4.01(c) shall not apply jo any iramaciions 
or matters pcrmiiicd by Seciioa 4.02(<0 or (e) ar^ shall not prevent the lermination of existence, rights 
and franchises of any Principal Subsidiary pursuant lo any merger or consolidation to which such 
Principal Subsidiary is a party or pursuant to lease, sale, transfer or other disposition of assets by a 
Principal Subsidiary, and provided , fanher . that the Cuaranior or any Principal Subsidiary shall not be 
required to preserve any right or frarrehise if the Guajamtv or such Principal Subsidiary shall determine 
that the pr esen-ation ihereaf is no longer desirable in the condua of the business of the Guarantor Or such 
Principal SubskJiaiy , as the case may be, ar>d that the loss iheicof is not disadvantageous in any material 
respect to the Bank. 

(d) Maintenance of Insurance . Maimain. and cause each of the Principal Sabsidiaries to 
maintain, insurance with responsible and reputable insurance companies or associations in such amounts 
ajid covering such risks as is usually carried by comparues engaged in similar businesses arxl owning 
similar propenics as the Guarantor or such Principal Subsidiary, provided , that self-insurance by the 
Cuaranior or any such Principal Subsidiary shall not be deemed a violation of this covenant to the extent 
that companies engaged in similar businesses and owning similar properties as the Cuaranior or such 
Principal Subsidiary self-insure. The Guarantor may maintain its Principal Subsidiaries' insurance on 
behalf of them. 

(e) Vi-^ii3i>on Rights . At any reasonable time sued from uroc to time, after reasonable notice, 
permit the Bank or any agents or representatives thereof, to examine the records and books of accou.nt 
of, and visit the properties of, the Guarantor or any of its Principal Subsidiaries, and to discuss the 
affairs, finances and accounts of the Guarantor and any of its Principal Subsidiaries with any of their 
respective officers or directors. 

Section 4.2 Negative Covenants . The Guarantor hereby covenants and agrees that, until the 
ObUgatioits and all other amounts owed hcreundef arc paid in full, the Guarantor will not, unless the 
Bank shall otherwise consent in writing: 

(a) Negative Pledge . Fail to perform and observe any term, covenant or agreemem contained, 
in Section ^007 of the Enron Indenrure (as modified for purposes hereof as set fortli in the proviso to the 
next sentence hereoO- For the purposes of this Section 4.02(a), Seciioo 1007, and the definitions of &1! 
icrrns defined in the Enron Indenrure and used in or otherwise applicable to such Section 1007. arc hereby 
incorporated in this Guaraniy by reference as if such provisions and definitions were set forth in full 
herein: provided , however , that solely for the purposes of this Section 4 02(a) the word "Securitjes" as 
used in the Enron Indenture shall mean the obligations of the Guarantor now or hereafter existing under 
rhis Guaranr)-, the word Company' used therein shall mean the Guarantor, the phrase "this Section 
1007’ used therein shall mean this Seciioo4.02(a). the word ’Trustee' used therein shall mean the B 4 nk, 
and the phrase 'So long as any of the Securities are outstanding' used therein shall mean so !or^ as any 
Obiigatmo or other amount owed hereunder shall remain unpaid. 

(b) Senior Debt to Caotulization. , Have a ratio of (i> Total Senior Debt (other than Debt 
of the EOG Group) to (ii) Total Capitalization greater than 65%. 
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(c) Tangible Net iVpnh - Have a Consolidated Tangible Ne! Wonh of less thajt 
STSOO.OOO.OCXJ. 

<d) Dtsnosirion of Assets . Lease, sell, transfer Ot othenA-ise dispose of. vclumarily or 
Involunian'ly, at! or substansially all of its assets. 

(c) Mergers, Etc. . Merge or consolidate with Of into, any Person, unless (i) die Guarantor 
is [he survivor or (ii) the surviving Person, if not the Guarantor, is organized under the laws of the 
United States or a sute thereof and assumes all obligations of the Guarantor under the Guaranty, 
provided , in each case that irranediatcly after giving effect to such proposed transaction, no Guarantor 
Default or event which, with the gjvir^ of tKHice or fhe lapse of time, or both, would constirute an 
Guarantor Default would exist or result. 

(f) Compliafice with ERISA , (i) Terminate, or pertnit any ERISa Affilmt to terminate, any 
Plan so as to result in any liabiliry in excess of 550,000.000 of the Cuarantcr or any ERISA Affiliate to 
the PBGC, or (ii) perrnit citCMirstances which give rise to a Tennination Event described in clause (ii), 
(iv) or (v) of the definition of Termination Event with respect lo a Plan so as to result in any liability in 
excess of 550.000,000 of the Guarantor or any ERISA Affiliate to the PBCrC. 


article V 

guarantor default 

Section 5. 1 Guarantor Default . Any of the following specified events shall be considered a 
'Guarantor Default' hcreurder: 

(a) The Guarantor shall fail to perform or observe any tenn. covenant or agreement contained 
in Section 2.01, or shall fail to perform or observe any other term, covenant or agreement contained in 
this Guaranty on its pan to be performed or observed If, in the case of such odier term, covenant or 
agreement, such failure shall remain unretnedied for 30 days after wrh«n noucc thereof shall have been 
given to the Guarantor by the Bank (provided that such grace period shall not apply to the Guarantor's 
payment obl^auorts under Section 2.01); or 

(b) Any representation or wanamy nude by the Guaninior (or any of its officers) under or 
in connection with this Guarancy shall prove to have been incorrect in any material respect when made 
and such materialicy U coniinuing; or 

(c) The Guarantor or any of Its Principal Subsidiaries shall generally not pay its debts as such 
debts become due. or shall admit in writing its inability to pay its debts generally, or shall make a ger>erat 
assigtunent for the benefit of creditors; or any proceeding shall be insiiruted by or against the Guarantor 
or amy of its Principal Subsidiaries seeking to adjudiatc it as bankrupt or insolvent, or sccldng 
liquidation, winding up. reorganization, arrangetnem. adjustment, protection, relief, or composition of 
it or its debts under any law relating to bankruptcy, insolvency or reorganization or relief of debtors, or 
jeeking the entry of an order for relief or the appointment of a receiver, trustee, or other sirrulai official 
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for it or for any substantia! part of ilS property and. in the case of any such proceeding instirjreO against 
ii (but not insiiruied by it), shall remain undtsmissed or unatayed for a period of 60 days; or the 
Guarantor or any of its Principal Subsidiaries shall lake any action to authorize any of ihc actions set forth 
above in this subsection (c); or 

(d) Any provision of this Guaranty for any reason is not or ceases to be valid and binding 
on the GuaranioT. cr the Guarantor shall so state in writing; or 

<c) The Guarantor or any of its Piiwcipal Subsidiaries shall (i) fail to pay any principal of or 
premium or inter csi on any Debt (other than Deis described in clause (jit) of the definition of Debt) which 
is outstanding in the principal amount of at least SSO.CXXi.OOO in the aggregate, of the Guarantor or such 
Principal Subsidiary (ts the case may be), when the same becomes due and payable (uhciher by 
scheduled maturiry, required prepaymera, acceleration, demand or otherwise), and such failure shall 
continue after the applicable grace period, if any. specified in the agrccmcni or irtsinimcnt rclaring to such 
Debt; or any other event shall occur dr condirion shill exist under any agrctmeni or instrument relating 
to any such Debt a-nd shall continue after the applicable grace period, if any, specified in such agreement 
or irtsirumem. if -the effect of such event or condition is to accelerate the marurity of such Debt; or any 
such Debt shall be declajed to be due and payable, or require to be prepaid (other than by a regularly 
scheduled required prepayment or as a resuh of the giving of notice of a voluntary prepayment), prior 
to the stated msruriiy thereof, or (ii) with respect to Debt described in clause (iii) of the definition of 
Debt, fail to pay any such Debt which is outstanding in the principal amount of at le^j 550.000.000 In 
the aggregate, of the Guarantor or such Principal Subsidiary (as the case may be), when ihc same 
becomes due and payable and such failure shall continue after the applicable grace period, if any. 
specified in the agreement or insirumeni relating to such Debt; or 

(f) Any judgraem. decree or order for the payment of money io excess of SSO.CKXI.OOO shall 
be rendered against the Guarantor or any of lu Principal Subsidiaries and remains unsatisfied and either 
<i) enforcement pioceedmgs shall have been cotruncnccd by any creditor upon such jud|7Ticnt, decree or 
order or («) there shall be any period of 60 consecutive days during which a stay of enforcement of such 
judgment, decree or order, by reason of a pending appeal or otherwise, shall not be in effect; or 

(g) Any Termination Event as defined in clause (it). (>v) or (v) of the definition thereof with 
respect to ^Plan shall have occurred arid, 50 days after notice thereof shall have been given to the 
Guarantor by the Bank. (I) such Termination Event shall still exist and (ii) the sum (determined as of the 
date of occurrence of such Termination Event) of the liabiUiics to the PBGC resulting from all such 
Termination Events is equal to or greater than S1(X).000.000; or 

(h) The Guarantor or any EIUSa Affiliate shall have been notified by the sponsor of a 
Muhiemployer Plan that it has incurred Withdrawal Liability to such Muliiemployer Plan in an amount 
which, when aggregated with all other amounts requited to be paid to Multjemployer Plans in conncciion 
with Withdcawal Liabilhies (determined as of the date of such nwifjtation). exceeds SIOO.OOO.CXIO Of 
requires payments exceeding 550,000.000 In any year; or 

(i) The Gitatantor or any ERISA Affiliate shall have been notified by the sponsor of a 
Muiiicrhployer Plan that such Multlemploycr Plan is tn reotganizaiion or is being terminated, within the 
meaning of Title IV of ERISA, if as a result of such reorganization or termination the aggregate annua! 
contributions of the Guarantor and its ERISA Affiliates to al! Muhiemployer Plans which art then in 
reorganization or being terminated have been or will be iocicased over the amounts contributed to such 
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Muhitmploycr Plam for the respective plan years which indude Ihedatc hereof by an amouot exceeding 
550,000.000 in the aggregate. 


article VI 
MISCELLANEOUS 


Section 6. 1 Nonce . Any demand, notice, request, instruction, conespondence or other 
document to be given hctcundcr by any party lo another (hetcin collectively called ‘Notice*) shall be in 
writiog and delivered personally or inailed by ccnificd mail, postage prepaid and rccurn receipt requested. 
Or by iclegram or telecopier, as follows: 

if to the Guarantor: 

Enron Corp. 

1400 Smith Street • 

Houston. Texas 77002 
Aticnticn: Treasurer 
Facsimile: (713)646-3427 

if to the Bank, at its address or telecopier number set forth below: 

Barclays Bajik PLC 
222 Broadway 

New York. Hew York 10038 
Ancmion: Kchard Wi|Uams/SaI Esposito 

Telecopier No.: (213) 412-7588 

Notice given by personal dclivciy or mail shall be effective upon actual receipt. Notice given 
by telegram or telecopier shall be effeaivc upon actual receipt if received during the recipient's nonnd 
business hours, or at the beginning of the recipient's nexi business day after receipt if not received during 
the recipient’! normal business hours. All Notices by telegram or telecopier shaU be confirmed promptly 
after iransmissioc in writing by cenified roail or personal delivery. Any party may change any address 
10 which Notice is to be given to It by giving notice as provided above of such change of address. 

Section 6.2 Amendment or Waiver . Neither this Guaranty nor any terms hereof may be 
changed, waived, discharged or lenniruted unless such change, waiver, discharge or tetmination is in 
wtiting signed by the Guarantor and the Bank. 

Section 6.3 Successors and Assigns . This Guaranty shall be binding upon and inure to the 
benefit of ibe G’jarawor and the Bank, and dicir respective successors and assigns, except that the 
Guarantor may not assign or transfer any of its rights or obligations under this Guaranty without the prior 
written conscru of the Bank. This Guaranty shall also be binding upon, inure to the benefit ot and be 
enforceable by any Person which acquires an imerest in the Noic by assignmeni or panicipaiion. 

Section 6.4 No Waiver: Remedies Cumulative . No course of dealmg between the Guarantor 
and the Bank shall operate as a waiver of any right, power or privilege hereunder; nor shall any single 
Of patxiaj exercise of any right, power or privilege hereunder or under the Note preclude any Other or 
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fcnhcf exercise (hereof or tfie exercise of any ocher ri|bt. po'^^'er or privilege hereunder or ihcreundcr; 
nor shall any failure ro exercise or delay in exercising any right, power or privilege hereunder operate 
as a waiver of aiy righc. power or privilege. Tte rigiKs, powers and remedies hereunder or in the Note 
expressly provided are cumulative and not exclusive of ^rty rights, power or remedies which the Bank 
shall otherwise have. No notice lo or demand on the Guarantor shall in any case cmitic the Guarantor 
to any other or further notice or demand in stmilai ot other circumstances or constifuic a waiver of the 
rights of the Bank to any other or funher action ia any dicumstances with notice or dcirrand. Ai the 
option of the Bank, the Guarantor may be joined in any action or proceeding commenced by the Bank 
in connectioa widr or based on the Note, and fc«>vcry may be had against the Guarantor in such action 
or proceeding or In any indepeodem action or procerdmg against the Guarantor, without any requirement 
lhai the Bank first assen. prosecute or exhaust any remedy or claim against the Borrower or any other 
Person. 


Section 6.5 Severabilirv . In case any provisiort in or obligation under this Guaranty shall be 
invalid, UlegaJ or unenforceable In any jurisdiction, then the validity, legality and enforccabiliry of the 
remaining provisions or obligations, or such provision or obligation in any Other jurisdiction, shall not 
in any way be affected or Impaired thereby. 

SectloG 6.6 Fina l Agreement . THIS WRITTEN AGREEMENT REPRESENTS THE 
FINAL agreement BETTSEEN THE GUARANTOR AND THE BANK AND MAY NOT BE 

coktradicied by evidence of prior, contemporaneous, or subsequent 
ORAL agreements BETWEEN GUARANTOR AND THE BANK. THERE ARE NO 
UhAVRITTEN ORAL AGREEMENTS BETWEEN GUARANTOR AND THE BANK. 

Section 6.7 CvOfgniiag Law . THIS GUARANTY AND THE RIGHTS AND 
OBLIGATIONS OF THE PARTIES HEREUNDER AND OTHERWISE ARISING FROM OR 
RELATING TO THE SUBJECT MATTER OF THIS GUARANTY OR THE TRANSACTIONS 
contemplated HEREBY SHALL BE CONSTRUED IN ACCORDANCE WITH AND BE 
GOVERNED BY THE LAWS OF THE STATE OF NEW YORK. 

Section 6.8 Right of Set-Off . Upon the occurrence and during the continuance of any 
Guarantor Default, the Bank is hereby authoriicd at any time and from lime to time, to the fullest extent 
permitted f^y law, to set off and apply any and all deposits (general oc special, time or doiund. 
provisional or final) at any time held and other indebtedness at any time owing by the Bank to or for the 
credit or the account of the Guarantor against any and all of the obligations of the Guarantor under this 
Guaranty which are then liquidated, matured and past due. The Bank agrees promptly to notify the 
Guarantor after any such set-off and application made by it. provided that the failure to give such notice 
shall not affect the validity of such set-off and application. The right of the Bank voder this Section « 
in addition to other rights and remedies {including other rights of set-off) which the Bank may have. 
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IN WITNESS WHEREOF, the Cuaxa^ux Hm eaxiscd its duly authorizwJ officer to execute and deliver 
this Guaranty as of the <iate bereof. 

£NR€»ICORP. 



William D. Gaiiniaaa 

Vice President, FiiMOxe and Treasurer 
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THE ENRON WARS ^ 

If there was one thing Jan Avery knew 
when she joined Enron in 1993, it was numbers. 
But nothing added up. New evidence 
reveak that the seeds of Ken Lay’s pattern of 
hiding losses went back even farther— 
all the way to 1987 

BY MARIE BRENNER 


I tvas&fksi tohxi 

that her pcssition at the Earoo Corpcy 
latioa could male her a valuable 
ness b the largest bankruptcy case in 
American history. On the momiag of 
January 25, when former Enron vice* 
dtairman Oaf Baser w& found dead 
in his Mtsceda with a suicide note 
and a bullet wound irj his head. Ave.-y wsj 
home sdEng through prosy staiemenis artd 
S.E.C. filings she had kept in stora^. Like 
Baxter, she had been intervkwed by iswyers 
and invwtjgators who were convinced that 
her testimony could illuminate what had 
led to Enron’s collapse. Shortly before his 
death, Baxter told colleagues that be had 
become a pivotal figure in the scandal, and 
that be Rood benwen Lay and Jeff 
Skiflfcf (former C.E-0.^ of Enron) 
going to jail Avety was apprehensive 
as weD. For eight years she had con- 
sulted on the myriad complot struc- 
tures that fueled the Enron delusion. 
■'The paciera began very early.” she 
Snuch catSer than anyone has 
!i started in the gray area 
whst was acceptable i 
accounting principles and, in 
my opinion, later turned into 
a dear case of fraud.’' 

The mystery of Enron pre- 
sented itself to Avery in 1993. 
during her earliest dsys so the 
company’s tax depsrtmcnt. 
Trained as an accountant— 
what Enron calied a “middle per- 
o:f she placed confidentiality at a 
tremium. Avery’s special expertuc 
was in oii-and-gas tax procedures, 
used to compute state and federal 
axes. From her days as a young 
roman going to night s^ool, she 
lad bees taken by the siinple beau- 
7 of accounting, balancing credits 
and debits. She had even run her 
own ntarketing company, Jockeying 
to buy and move gas on the newly 
deregulated pipelines that criss- 
crosed Teus and New Mexico. In 
as Enron that would soon fin up 
with young MiB.A.'s in polo shirts 
and toakis, Avery was an snomaty. 
She dressed in blazers and suits and 
always kept flowers in hH- ofTlce. 
Her paemal grandmother lad been 
bom a pUntsdoR in Alabama, 
and good breeding showed on 
Avery’s fkce. but the family had lost 
everything, so a determination vras 
there as well. In the wild, r^fimistic 
days of Enron’s romartce witfe the 
opening energy markets. Jan Avery 
was a perfect hire. The Soviet Union 
had fallen, and the idea of privatiz- 
ing electricily. narotal gas, and other 
conmiodities was sweeping the wrid. 




imytmam 

•n acgau wtqnt rt 

tt ai^ yaon, with har dagfeA 
KslMn'n^ phsfograpQlpt 
Houifen on January 26, 2002. 


'Where are the books for , ‘•-■ 

Enron Oil? How am 1 supposed 
to justify a $142 million loss?," 
Avery asked, : 


■' CO routine 

stagi^ring aniQuat for a yotrag company. 
Avery aesuned it was a mistake; she 
scoured the storage room cat to her cu> 
bicfe and contioi^ to adc htf etvwoTken, 
"Where are fl>e hooks for Enrai Oil? 
How $m I npposed to just^ a SI42 miV 
lion toss foe st3te>mx pirposss?" No one 
could answer her. 

"ii made no sense to me,” she said, 
‘^a do not have an entire Sfe of Anan> 
eials dis^pesr.” Enros Oil had gone out 
of business; there had to be oiltcets yov 


cmtki lisek down. Store ^e bad 
no data, she refused 'a sign off 

00 the $142 miilioA tlgurt. "I 
questiooed it and questioned it. 

1 went to the fir.aRcial office. Fi- 
nally I wrote a reseaich repon. 
trying to cone up with some 
kind of basis, bat it was iispos- 
stole to do the researeh without 

(he tub ” she said. 

Soon after that Avery’s boss waited into 
her office acd said. "Here is your answer. 
We had a little problem.” He paused and 
said, "Hogue ti^eis.” That was the hest 
Avety heard of a bizarre case (hat had dis- 
appeared without much ootice. For a 
(nonent she thought he was Joking. She 
wondered if ceitain files were kept in his 
office so that Enroo could daire that ih^ 
were protected onder attomey-clieot ptrvi' 
lege and could luX be subpoeued. Ftotlly 
he let Avery see the Enron Oti file, but h 
yielded eo data to dartfy what had really 


^e on. 'This was the clear begtoning tor 
me. when I rtaiaed that they were trying 
to hide ail the tosses,” she later said. 

J an Aveiy had artived eai^ m the Enron 
Coipotation's drama of wiUftil blind- 
ness, during an attempt to peifume a 
disaser Knneth Lqy, Enron's aiditeet, had 
inheiited in 1985 when he metged his com- 
pany, Houston Natural Gas, with IntetNoith, | 
an Omaha^iased concern. In December | 
1993. ArJtur Andersen would become ^ 
in4>ouseauditora. Enron ^ was S3) ervertuie | 
ro thousands of off-thobooks partnerships S 
whidt would subsequently dizzy readere. « 
trying to figure out what the Itoroa debacle I 
was really about It was a haibii^ of tlw | 
future Enron pattere of hidtog times, no • 
maoer what Avety^ iretoil cwjfiaion over ^ 
acccunfing discrepant and massng do' ' 
umetts only presaged the teiffiemei^ of fi 
baaatonQfbeidouptQrlsnryffs who would s 
be assigned to unravel the morass, of the a 


Lite FedEx, Enron seemed poised 
10 be in toe van^iard of Che sew- 
est frontier of American bustoess 

A very’s first assignment, in 
1991 seems! routine. She was 
to compute a schedule of 
ameuded state tax returns for En- 
ron Oil a fcrarer subsidiary of the 
company. Enror Oa bad shown a 
loss on its bocks, her boss told her, 
and Avery was rapposed to calou- 
lare toe canjback oo the eompany 
records. She had woited at such 
m^or accounting fimu as Anhur 
Young, Arthur Andersen, and 
Touche East so she knew what to 
expect; a thick file with a schedule '' ^ 
of tax depreciations. It was 
daid stuff-years (rf book-vahre de- 
pletion to; off and gas, company 
officers’ life insurance, liabilities 
of aS kinds. She waited for the file 
to be delivered, but it efidnt appear. 

‘‘Where is the file?” she asked her 
colleagues, and they gave vague 
answers, as if tlK^ hadn’t under- 
stood wim she was talkii^ about. 

Da^ passed, and still no file ar* 

TTvsd. Fnal^, the S9ys, toe was 
en a thin rasnila toldsr contalciag 
three sheets, oo one of wiuch 
a number: S142 million. This 
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fiod that their 401(k) pl^ were nearly 
worthies, and of aS the congressmeo—?! in 
die Senate and 187 m the Houae-who bad 
received campaign contributions fiom Eih 
ton. The tainl of the energy giant would soon 
penneate the White House and the presi- 
dent's men as George W. Bush and Did: 
Cheney, close friends and associates of Ken 
and Lhtda ibr)ears, stonewaBed requests 
from the General Accouadng Office for doc- 
URiens, issued new terrorist warnings, and 
gave lengthy interviews to The fVashing- 
urn Post in which Bush talked about being 
dtoked with emotioD h the d^ after Sep-, 
tember 11. To many these actions appeared 
to be 3 fuII>out legal-defense and public-re- 
lations campaign, a smoke screen to keep 
the political leaden’ web of Enion coone^ 
tions finm scrutiny. Tb^ overwhelmed the 
footage on the nighefy news shovn of for- 
mer Enron employees in T-shirts dragging 
heus trees from their offices down the steps 
of the two gleaming corporate sl^serapers 
on Houston^ Smith Street. 

Avery had been hired to work on tax 
collages, researching case law and the tax 
code and briefing executives on Enron's in- 
terests in deals. “We take an aggressive po- 
sition on losses,” she was told, but that 
policy sounded benign. The enigma of the 
Enron Oil loss confounded her because it 


seemed to be constructed to cover up a 
criminal fiasco. In October 1985 the heads 
of a tiaffing opendois-soon to be renamed 
Enron Oil— based in Valhalla, New Vbifc, 
had set up a scam: using two sets of finan- 
cial bool^ they ran hundreds of millioas 
of doQajs of ^umy osd&s through four 
sham Ct^as Island partnerships. Mas- 
terminded by Loub Borget and Thomas 
Mastroeni, ^ president and vice presi- 
dent, the trades glided ttuo the Enron Cor- 
poration’s machinery, and in the swirl of 
the start-up the bogus trading operation 
continued smoodily for two years. One for- 
mer executive remembered the ds^ Enron 
got an urgent phone call Bom the ‘Treasury 
Department questioning the enotmousness 
of one Enron Oil trade. 

I n fact, the fiuuie Ken Lay business mod- 
el narted with Enron a fiourishing 
peuoleuRHnarlsting operation with 28 
employees and offices in New York, Loiy 
dofi, and Siog^ore. Enron Oil seemed to 
be the one bri^ spot in the tea of debt 
incurred in the Houston Naiurtl Gas and 
InterNoftfa merger. On the books, it looked 
like a success sDiy. earning S50 million over 
the two and a half years before its collapse. 
Months before fed^ prosecutors targeted 
the crime; an in-house Enron auditor be- 
gan to keep a meticulous and lengthy file 


on the episode. Later, there was talk in the 
company that the auditor was so frustrated 
that be took 50 cartons of evidence and 
spirited them asvty in his arcc. 

Borget and Mastroeni pleaded guihy to 
conspira^ to defraud and to filing false tax 
returns, and Borget went to prison. The mi- 
nor scandal hardly registered a blip in the 
financial press. Ken Lay told The York 
Times that the loss was "an expensive em- 
barrassment.” The Enron board quickly 
voted to disband Enron Oik and the loss 
almost taidced the new company. Enron 
had to liquidate assets, including a portion 
of a new power business, to cover it. 

There remained, however, a larger ques- 
tion: How much of a loss had the company 
actual^ sustained? Enron gave the Times a 
figure of S85 million. Avery's file with no 
backup data said S142 million. No expla- 
nation for the loss ever appeared in subse- 
quent aimual reports, according to Lon- 
don’s Finandal Times. Avery became ob- 
sessed with dying to solve that fust ac- 
counting puzzle. “It was clear to me, even 
then, that the management wanted as few 
people as possible to have any access to 
the records. It was the beginning of man- 
agement’s anempt to bide reconis from the 
S.E.C. and the shareholders.” 

Studying S.E.C. documents, Avery dis- 
covered that in an 8-K filing for 19^ the 
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loss showed up as SS5 znnUoo. This num- 
ber i^^eared to her m have bees comput- 
ed using i stssdatd duu would become ap- 
^cafaie only fla foBowiag yesi. “This was 
a huge dserepang'.” she s^d. I ashed 
Avery to Calais uto the numbers meant 
She &«d ssve^ pages phomrapied from 
S-Kh and Baron Snicih, and wroa, “It 
^pem Chat msna^nn corsvinced Arthur 
Andersen to sign ofT on showing the loss 
and provides the first hint of Boron's abih' 
cy to persuade Anderses to see things in 
Earen’s best light." 

J an Avery and I met in early January 
for Che Hnt of many conversations, 
like ffios people I interviewed dur- 
ing wudes of ^velisg back and forth- be- 
tween New YbA and Hoasmn, ste ladai- 
ed Bsxie^ atK>ut being seen with a re- 
portfif. A divorcee with a dau^^ who is 
a college fieshman, Avery was concerned 
that she would be recogniaed in Ri«r Oaks 
by friends in the oil-aad-gaa business. In 
her yean at Enron, she had participated 


She l&m. '‘Amiy. it seems to me that if 
lO^ac deal ami suck all the 
eamnp otA m one year, ymt wM then have 
to ke^ the c^nitrg dndugh years 4, 
$t €, &ad Sill Che vsy to 10, doing more 
of these deals. ... am you going to do 

that if market ehastges? Book tnon 
desUT” B io^ed m Harkness bke a pyra- 
sud sdieme, but she Iffiew that the sseount- 
ing department had signed off on it. She 
recalled Fastow iooideg at her and saymg, 
“\bs, )ou haw to keep doing mote of tl'.ese 
deals eadi yar." 

& was Harkness's first week in Enron's 
global finance group, and ^e had yet to 
pane the world wit^ the wodd that was 
Enron. Harkness had come to Houstos 
from a iari^ French tovescnicTU bank, and 
she sdttd her new colleagues about part- 
asmhips called UM, which were cootmUed 
by Fastow. (The rame came fkom Che ini- 
bids fcit¥aaow’$ vinfe and children.) “Isn't 
there » conflict here?" she asked “Their 
soswer ahvs^ was This has been appmved 
by d>e boiM.* They said, ‘It’s dicey, but 



is a heady wodd of ego and ma- 
nipulation, dealing with an array of Cay- 
man Island- partnerships charted on 
whiteboards in conference rooms, jim- 
mying utilities contracts during the Cali- 
brownouts, bundling energy for 
Safew^ stores, and creating a oationwtde 
energy program for Gtigroup. She super- 
vised teams building power plants in 
Niesngua and spent nine months in Eu- 
rope, traveCsg ofien to the Unhed Arab 
Esiiratas, where she was closing the S3 bil- 
lion creation of the Dolphin pipeline. 

For I remained at the St. Regis Ho- 
tel is Houston as frightened Enron man- 
ageis, lawyers, deal originators, and vice 
preaidest^-most of (hem women— came 
ihnnigh the lobby, past the holid^ ginger- 
bread btmSE that seemed frozen in the air- 
conditioning. It was the women of Enron, I 
soon ebsoovired, who had detected the w^ 
d* inline, pre^cted (he &il wmen fuble 
letmtts to board tnembers, S^ped finaBcial 
anajy^ and tried to avert the final cognise. 

C ycahla Haricness, xn Enron Iswyer; still 
at the company, described the moment 
when chief fiaaneial officer Andrew 
^stow introduced her to a concept of 
n^n^izatloa in which fiiture reveaue is 
booisd immediartiy. The lawyer was baf- 
Bed by the nerve beHnd Fastow’s logic. 


it has been caiefiiliy scrubbed. 
They have put in esira hoops and proco- 
ducts to make sure tbQ^'ie ail rtght.’ ’ 

The language of the culiure was bor- 
rowed fiwn ornithology, with partnerships 
called Ospr^. Raptor, and Condor as cre- 
ated vehicles to hide debts ssd losses. A 
special flefdom was arranged fior Fastow, 
with names taken fiom Georgs Lucas fihns; 
tEDi, Qewco. It was a sign of status to 
have eatoed a Hfe-size, furry Che^acca 
bead as a token of-having worked on the 
Chewco deal “At first we believed there 
was nethisg wrong with this,” Shirley Hvd- 
ier, the manager o.' the jeoi ) panoetship, 
said, as fiieiids of Fastow's walked away 
with huge profits. 

Hudler, tike Hatktiess, wor^ with Fas- 
tow mid onderiitood the mechanism of the 
partnership deals. Th<y wmdd ny, 'O.K., 
we need to ga these assets cfT the bools. 
W; can ocher put it in Oq>r^ OC IT Osprey 
is fiiQ ritdtt now, -we cao sell it to LJM, 
which can hold h. And Aen we can meve 
it.'” Ybars befine that, the fetute whzsilo- 
blower Sbenon 'Moldns would sh m meet- 
inp and ity open}]', This is a circle jert.’’ 
Hudier said. *T1ten was so much pressure 
on us to inake earnings, and Che Arthur 
Andenen ^aff we yrorind with would never 
diahenge fiuse stnxtuiea Vh could alw^e 
buOy them into ^aing what we wanted. >Ve 
made them jHish the eavriope. If thQ' had 


qucsiioiu, they would call Queago-their 
^adquartsts. I don’t thiak th^' wem coir^ 
their job." (Aiihur Andcser. ftc enriit 
blame fer foiMiY di£Rcultj« on Enron’s 
boaid and management.) 

Earoo, many of the wem«j said, was s 
Jsotbed'of hormones, a testosteresne cufeure. 
A vice presdem openly displ^ed a “hotiie 
board," on whidi he rank^ fte sexual ai- 
lure of Enron women. There was occasional 
vioJesTce. One trader. learning that his an- 
nual bonus was a mere £300,000, was said 
to have thrown his plasma screen across the 
trading floor. Aaother, fearing he would be 
3 vkian of an upcoming penormance re- 
view. slammed Ws, boss up sg^st a 
aeeasing him of lying about the trader’s 
pcifijnaance. “Potget you saw that." the 
matt’s boss told the woman who later de- 
scribed the c^. “He’s having a bad day." 

A rriving at the St. Regis Hotel on a 
Sunday moming, Avery wort a black 
pantsuit and high-heeled boots and 
carried a slim folder of doounents, as if she 
were on her w^y to a deposition. 

) She had driven fram her house near 
j "^si lhi»etsi^, a nei^orbood for- 
' merty inhabited by Rice University 
; professors which had been taken 
over by the young Enron crowd. 
^ Many of the brick cottages had 
been CKpanded into mint-roa.’sio-ns, 
and S.U.V.’s and Forsches circled the area. 
At fernier chief financial officer Andrew 
Fastow’s house, a guard stood in the 
winter fog, There was an atmosphere of 
impending catastrophe in the city. 

I bad Am noticed Aveiy a month esrfi^ 
at an E&ros hearing in ^eral court. She 
was seaud directly behind me in tkt press 
section. seribUing in a btedc ledger. She 
wore a vMd purple suit and had the put- 
together look of a woman who knew her 
around Noman Marcus, {t was ioqsop- 
stble not to notice her it the press seas, 
because sbe did not join in the easy con- 
versation of the reporters sealed around 
her. She had an aura orvulDenbility un- 
dem»lh her good looks, s sadness around 
the edges. ! guessed she might work Ibr a 
law firm, but befbre I' could ^eek to her 
she had vanished. Laier, Avery mid me she 
was actually trying to look bke a reporter. 
It was her first tiice inside federal oouit, 
and befbre the hearing she had sat in the 
emp 7 courtroom and watched a fioiilla of 
law^ wheel in seven certs of documaits. 
To calm bersell she stared counting the 
attoruqv airivijig in Judge Lee RosenthslY 
court; she stopued at 30. Fearing that she 
would be caugcht in the background by one 
of the camera erews outside, she left da^ 
teg a break. 

Arory bad come to coart to watcb Wj!- 
ham Loach in action. Loach and his firm. 

Arm sees 
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Miibets Weiss Bersbad l^es &■ Loach, Tits was eas^ a Decen^ec; and the to evade proseoidon. “Ws know the: tht 
weie vyii^ a shaie of the bilcss of aamehe of En:^ as corporate Aat^Hst otlwr nii^t {Andrew Pmo«] pre-cieartd 
dollars m pocensial xwsrIs daimcd the hadyetts^t^Aetwotio-lherewasso omsim m Ecmtsu ... and had booked 

huaditds of corporate creditors and poi- me* of shetasiag bsnknqjt eatptoyscs out- passage to Tel Aviv oa three separate 

saon fiaids that had seesi theif investments side *e courthouse, no iase Jadson, no flights! ... SkiSing has beeu in Brazil for 

ia Enron become worthless. The Univereity CNN trat in front of Qw eteooie Enron the last couple of weeks! . , . One top «- 

of cifornia rctiremeiit system alone had ha8dquaflc(5,noLadaLiydiafiSingNSC ecutive named-McMahon, the treasurer. 

io« SMS milSjon; Florida cl^ed $335 across ao emerald lt«m aid declaring Aat was known for going around die company 

roiflion. Ihe toud loss to state peasiors the Lay femily vvsi irapovensbed. Lerach he met with Skiing, Lay, and Fas- 

funds was S2.S billion. Utach’s assiseaat was iwwnpring to feew fi» assets of the tew, and thiy dirrcttd has to do some bo- 

worked a»e press row. passing out as over- oficials, ba! he was also s^g his sto- gjs deal and say, weVe sH got to go 
size color chart. It was the first time I had ry, arsmptmg to launch a fusSade <Rlo the drink the Kool-Aid."' I^radi tossed out 

ever seen a lawyer employ a public-rela- naiioiial media. unfamiliar tcmis like grenadss— “costless 

tions intern at a rouiiae hearing. The chart “This is fraud at Uve top." Lerach d» collars," “derivsovc trades." 



Lib FedEx, Enron seemed | 

poised to be in the vanguard I 
of the newest frontier of fl 

American business | 




appeared to show the astonishing profits clared in a boanmg veriee udth the thick 
made bj 29 Enrrm oScjals who hac sold ssund of his native Pia^uigh. ‘'Etuonk goal 
oirSll baSen of compare shares. ... waste keep tlre-re ddSs off the balance 

sheet so &e racing agencies would not 


cracb, the scourge of the £on-re5?rm 
aoti-lswsuii lobby in Washington for 
■ his championing of class-action suits. 


be able to see them." Lerach's task from tobacco cases to those involving aurs- 
was to convince Judge Rosccthal that iag homes, has a passion for theatrics, and 
group of Houston’s finest cidzens, his tenru^ hair looks as if he had stuck his 
lom she saw social]y m lUver Oaks, finger into an dectiical outlet. Standing in 

had morphed into this decade'ls Robert from of a chart of what he called “the MDce 
Vesco and Mart Rkb, global money MiOcen modeV'-a refo^nce tc the Droxel 
launderen, and might be anemptiss Burnham Lambert ar^ect of junk-bond 
finance in the 80s. who slti- 
matefy went to jail for securi- 
ties fraud—Leraeh pounded 
on the board with his black 
marker and then drew an im- 
mense d^. “[Milken] was 
hne in the middle ... so what 
Milken used to do is trade 

the bonds around It goes 

aroind and around in a ing 
circle . . . H creates the phony 
appearance of a market.” 
'Hten Lerach threw out more 
sinBteTpbjas«~“Sark swaps.” 
“massive insider trading.” 

Judge Rosenthal studied 
Lerach coolly, as if she were 
trying to come to terms with 
a new set ofvarisbles for the 
Ken Lay who bad chaired a 
campaign for the local Unit- 
ed W^, who went to dinners 
at the Wlute House, and wdio 
threw out the first baseball 
at Enron Field. Lerach, v&o 
once directed a civil ease 
against MSken and others that 
collected damages of almost 
‘j, _ ^ «-AM HOUSES j bilUen dollars, appeared hatd- 

_ 1 9'^'*"? two-fewor putrace as he 

V t wyn. “A member of 

• e Moi«»en.b«*f,lF«8-K _ . . . _ j 

2 . , ■ t *»»»». vfll, ih. s.tc. Enm* ^ s»up wf.o Mraramd 

^1:-= * - £ f, Ortobw JW, Aowi.3 O many of these transactrons has 


‘ ^ .“Jf 9LASS HOUSES 

^ ‘ Enron's gKltering twt»-few*r 

“t* eerperot»h«arfeunrt*rsin 
- Moi«ten.b«*f,llw 8-K 

- dotttowBl, find with S.8.C. 

.4 m October JSB7, Aowi*g o 


‘ - -J d»p«i*<lS85miftonte»»>amtl told US he was tdd his job was 


at Enron 03 by “rogw* trodso.* 


to keep Fsstow out of jail!” At 
that moment, 1 turned in 
my seat and saw the wom- 
puiple behind me 
blan^ Le^. I would leant 
that the remaric bad been 
made ro her as a Joke by 



325 


. mmu, »A xaron. 

seoioT mmty who in FArwa:y would tss- 
diy he&re ihc House trf" ^sressst^es 
ibtu he had eannpusd to warn feff Skiilmg 
.in Mi^ 2001 that bis ofT-the^oolcs pan- 
nerships wee qutstkuHble. “I am Iseping 
sS m>' io a salt dome,” Mistz bad 
told a friend. 

Lerach. who calls himseif a 
pri«ae ancttiQ’ general, is a cotj- 
noisseur of criminai schsmar Ke 
and his partner Me! run a 
OiriviEg class-action Sra whkh 
employs abeot 203 lawyers from 
Saa Kego lo New Ycrt and 12 
privste inmtigators. Th^ target 
savings Panics, drug companies, 
and o£ho« sauns. Their spec^ 
ty is securitiss tod. a fotm of • 


. invesQgamn scour the world for witnesses 
and class members, sn utiviQr that is quea- 
aona^ under ibe isw b«( w^h pn^ribits 
lsw)«is ft&s uoiiinf forvk&ns. Lcmcb is 
also criticized for hs puUc displ^. Last 
M he chose an imusu^ soat^ » win the 
Enron case. He deesfod to fo^ the media 
sikI igncrodK haira^ moi^ 


"This is nothing but a Fonzi 
scheme!," lerach said outside the 
courtroom. "There it all was: 

Vou have to drink ihe Kool Aid!" 




nflESCQUiSE 

The erttemey WStem Laredo fellexs 
0 chert the deem of 

Eivsn CorporeKen neck. Limch end 
hit firm. Mi fe trg Vtbin fienhad 
H^ei S Ufseh, ho«« the lesdtr petDiert 
In foe dejfeetion witi egainel Ea-eiv 


pUu'nb'lT iaw tbu has been nymied by the 
199S tert-reform act, which was pushed 
through Congress a group led primarily 
by Chris Dodd, senator from Coonecticut, 
with the Itnan;^ baclung of tbe power^l 
irtsuraBoe lobb^- Tort-reform advocates in- 
sist shat it lessens the ambulance chasing 
fost used to clog the legal system; trial 
lawyers rail that it punishes victimi and 
allows laige cotpondioos to ge aw^ with 
outra^wu foumcal maa^iuiations. The 
act pat a step to vktual automade discov- 
cry of legal doeumeatsto cSasMctian cases; 
because of that, lawyers like Lerach say, 
the ^andard of proof for legal pleadings 
has become onerous, and the ittvestigatioiu 
need«l to fils aii^t compUnts have be- 
come unduly expsnave. 

Willara Lera^ is one of the foronosi 
practitioners of aggressive rcsnrdv, and his 


.<r; ' ISa who would 
j'. take him to usb for k. 

He reasoned cotrceJy 
^ that the Ingger the story 
^1 became, the sooner En> 
ion whisde-t^wrs and 
witnesses would come 
:vv outofiuding. Undamn 
reform, plaintiff {inns 
must compete for tbe 
ukk&ate sulce of facing 
:: (heasagneddass leader. 
> “I see it as a S3 biition 
OSS,” Laad) laid a part- 
. . ACT, meaning the ^gre- 
gate of fill the claims. 
The class leader could 
reportedly cam between 10 and 30 percent 
of that. 

By Che time I saw tench in court, he 
wascompettrtg with law fums repitsenl- 
iflg Florida and DiiroU. Outride in the hall 
that day, he held forth with fiery rndig- 
nation. "This is nothing but a For^i 
scheme! There k all war. Ifiic/uMtodriai: 

. t/ie Xeok4i£" Within (veeks Ura&lY accu- 
seriens proved to be aecunse and made 
the leads of nstioftal news stories. His stni- 
egy-ealled ‘'Lenching” by his detreaors^ 
had worked perfectly. According to one of 
hi* partners. “After thu hearinf we ww! 
bade to the Four Seasons and for two days 
did not leave the room, there were so many 
Enron former empl^ees wfoo wanted to 
talk to os." (In Febniaty. Milbeig Wifeiss 
wes the cias-leader posiUoa) 

I n tbe early dqs of die scaodal, Houston 
remberated with the socia! and Itpi caty 
ftios arising out of bQ the possible Enron 
proseeutfons. Judge Boienlbol's husband, 
Gary, is an aaomey who used to work at 
VmsoB & Elkirs, Enron’s liwyen, and the 
Alptufon Aear worrid later report that Ken 
Lay had once tabled unsuccessfuBy to get 


Lee Rosenthal a circuit judgeship. Wnhin 
weeks. Judge Bcse&thal recused hmdf from 
tbe CISC, as did she entire Houston US. 
Attorney^ Office. By the tone ! airwed irs 
the ci^, fear wrgjag on panic was spread- 
tog through the River Oaks set. As a Souto 
Teas native. 1 had a modesl acquaistsnee 
wS! toe of Heus^ but Eniua had 
;.. nsoed the vilisge of oil toie an 
I atosost unrecognizable society.. 
One ermrm rematoid; tbe c::y 
has i:e«r beer, iwuiia! about the 
poetry of money. The collapse 
^ of Eoren had caused the cavs. 
dwellen to begin tc recoasider 
their fritndships with Ken and 
Linda Lay. Lay had ascended 
into an orbit so rarefied in Hous- 
ton that he very presence *i par- 
ties could change the aimospheTe. 
He would stand to one place, as a king 
might, and allow himself to be greetod whb 
fo^me praise. He brought s new persona 
to Houston, appeartog to be a kmdly naff, 
to oonoast to C^car tbe fonner head 
of Coastal Corpomioa, the energy compa- 
rt- Houston has long ttoerated the foible of 
Viysst. who rev^ to his Sarobqyant repum- 
tbn for buying o3 fines Saddam Husson. 

By early December the easy hyper- 
bole of Ttxans swearing etenu! loyalty to 
ftiends who ate potential was sound- 
ing thin. Ken Lay sai6 ehief cheers JefT 
Sl^ng, who bad left the compass toirupt- 
1y in August, and Andrew Fastow, who 
had been fired by October, were at ground 
zero ir. the Texas endgame^ victims of the 
'tail poppy" syndrome, the phrase Aus- 
tralian Estot} traders used ^ unspeak- 
able hubris. 

On my ftisl night to town, at a grand 
dinner to the Huntingdon, a luxurious Riv- 
er Oaks higbrisA several floors aw^ &om 
the L^’ IJ.ODO-square-foot, ST milhon 
spread, Ken Lay’s friends were speaking in 
code about the loss of his fomine. “Ken 
went to see Fayez to ask him for help," 
one twd. “Fkyes told him no way" Iri fte 
Houston big-motey world, this haiku 
spoke volumes. Feyn Saroftm, the secre- 
tive Egyptian mono' manager with multh 
pie mansions, RoSs-Rayees. and vrivM- 
»e of whoir. died after coilepsing my$tet> 
ousiy on Mount KilimazilBh) two yean 
sgo-could have delayed L^’s foto a 
stogie call, but he dismissed him peiemp- 
twily. "I wouldn’t diwm of recommend- 
tog Enron," he said. His remark circuited 
quickly throagh the llsdof mansions of 
River Oaks and Shadyside. mar^ of \riiose 
owners are Saroftm clients. That same 
week Ls^ appeared pink-cheeked and 
^erfol to hwe hmeh at the Ctoron^ < 
Qub, implyrag m the casual tone he had S 
teamed ro use that he was in extmrnunica- | 
tion with the president and Laura. But, as * 
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* mnai«i,c» coiua tsji you, laor inmi 
MS out seUiaf. & ms knows ibal Ksnk 
fewttf phswe sails to OvaT wste i»l 
being retmted. 

I'm Jan Avery, the president of 
Southwest Reserves and their ocly on- 
ployee. I am a wmse— a woman in a 
atinoifey bjasaess saserpri«- 65 ^ tt m»/t 
MM B.TU’s from the Pemiiao Basin to 
the California border.” That’s how Jan Av- 
ery would Kijole representat»«s inm the 
p^ehoe cosipai^ vAto Mrted the booto 
at gas trade ^ows and energy cooveiuions 
in Hew Meicico and Oklahoma. It was 
1990. Aveiy h^ invested S2S0 la start her 
one-woman corporation, taJdng arhantage 
of a new regulation i^ch gave wesnsn and 
mioohties aptaal uhanoges. She had the 
Ir^ of a TQOdd and did no: p)^ down her 
good looks, but she was also adept ai lend- 
ing of advances at a time when a subtext 
of scmal hvon pemteiued the wdidcatto' 
atmosphere, Avery was stfuggiing with a 
vicious divorce. She had run away fiom a 
gnulhig marriage to a lich lawyer fraru 
Arkansas and was Uvjcg with her sevea- 
year-old ^gbteq shots for K^hedne. 


to lUlta, snd ien foSowsd, getting a job at 
Arthur \buag, jist when d 3 was tnovisg 
tfinid SM a There tfoe h^ 1^ fm 
view of the sea d* crimhuli^ surroustUBg 
the vdhfoaosr crowd. Wh») she came to 
b^eve that one her clients was defraud- 
ing investors, sie and Arthur Young walked 
tw^ from the account. 

Avery and Jso wat out for thiee yeas 
before foey married. Awryb wealthy &her 
owned aa oS^udd-cnachmety company. The 
couple moved to the Avery-gtini^ placuuon 
is Eudora, Arkansas, but whoi the raar- 
ri^e crumbled. Jan to^ hnr bal^ daughan- 
and fled. She struggled over custody issues 
while trying tozniintaiR a reladoc^p 

Avery. ”1 lowd him.” she said, “acd 1 want- 
ed l6iy to have a folher.” When Kay was 
Hve, Jan moved to Santa Fe. where she 
wotted pan-tase as an acccuntam and sold 
gas on the phoiM in the hall. A neighbor i> 
caBs that Jan said she was terrified of Avery. 


T- 


As Loy's infimafes could tell you, 
Ken's fervent phone calls to 
"the Oval" were not being returned. 


in a small rented house in Santa 
Fe. The ffitiy tetepberse was in the hafiwsy, 
and all day bog she would make calls on 
premdiog she was in as oSee; trying to 
get people to buy her bntered gas. 

When Jan Avery talks about ber history, 
she tends to sk^ ovtr diMcuh periodi She 
grew up at Alabama, ost^ Bins- 
isghia. Her fother was a sheet-metal wotk- 
er, the son of an heiress whose only ro- 
naming l^acy was her msisieoee es flne 
linens, good ounneta, and a fldkime 
trousekBcper. She uught her granddsughtcr 
to appreciaie fiseiy and to ocei in school 
Alter attending a junior college, Jan 
worked as a recepdoaist for a forkhfl 
company. She ebo helped out with the 
bools aisd beeintt so iotrigued with ac- 
counliog that she eoroUed in night school 
In 1974 the turned her first husband, 
Gary Kirseh, and toon followed him to 
Houstra, t^ere at 29 she got a Job at 
Aithur Andersea In foe oSice she met Bob 
Avery, v,dio worked near her in the tax dfr 
panouat. Her matnage broke up, but she 
and KiiStfo imtaioed fliouts. As^ moved 


bnni^ ct^-ca&ing .bn met the chair- 
mas of Gu Mark in Housun, end he 
agreed to hack her on her first deal to 
move gas ob pnwvn*s ppeGoe Co Southern 
Thm the market changed, and 
oaif big payers could stay 
in the business. Jan be- 
came dinically depressed 
and for a time followed 
a doctor's advice aod 
to<A lithium, a fact me 
confided to Bob Avery. 
That year wr.nt to 
see her father and bis 
new wife and children 
over spfiag vacaiion, and 
IS*^**^ Avwy, a part-time dislna aaomsy filed a 


metioB for custody. According to Jan, be 
refused to allow hh daughter to return 
hotiK, using the foct that Jan had ooce fled 
as a way to eoDvmce the court that she 
was as unfit niMher. 

Jan finally had to agree to an ooemus 
custody sttuation: she could visit Kay four 
weekends a year and have ker for summer 
vacations and altemsdng holidays. They 
were aliovwd to talk im the phone once a 
week for IS mirwtes. Jaa ways spoke » 
her daughter as she were an adult. ”1 am 
going to fight (br you. but k is going to be 
very expensive,” she toW her. “Ysu know 
how Tsudt I love you, and I will do every- 
thing ia my power to get you bade.” (Rob- 
ert Avery t^ecU Jan's version of events.) 

Avery moved to Kousmn in order to be 
cloMf to htf daughter. Through friends at 
Arthur Andersen, she started working part- 
tune at Enron. She becaune married to her 
jefo. spcadii^ fong hours writing on the 
tax a^eets of foe nuikip(yit>g paitrrer- 
ships-foere would be about XCOO by the 
tlae foe compai^ inploded. She was of- 
tto sharp with ber cotleagues, qui^ to as- 


sert herself: “1 sm the only person who 
can wort on tha deal i know how they 
wwk.*' she waid say, ffer bonuses ct- 
pKKted on the camiagt value of the deals 
foe sttumured. The more money i mak:. 
she thou^t, the sooner I can afTcrd the 
legal fees to fight for K^. 

When J*n Avery arrived « Enron, sh: 
slready po«essec an understanding of c.he 
arrogance of the company's cuintre. Of a!! 
the energy companies she knew, only Er,- 
ren didn't deal with busicesses owned fay 
women, “i could never get them to gne 
me the fonc of day,” she told me. "And 
thq- coniroQed the best pipelines." By 
1995, Ken Lay had. established his system 
of rivsiries. Forrest Hoglund ran the eil- 
aad-gas drvisiort, Stan Horton was to 
place at the suid and tradiuonal pipeline 
compel^, JsrfF SkiiljDg had arrhred to set 
up & trading operation, aitd Rich Kinder, 
the chief operating officer, kept a brake on 
foe financials, discouraging Lay’s grandiose 
schemes with a dn^ Twas remark, “Let's 
not drink our own whiskey, Ken.” From 
time to trme Kinder would lose his tem- 
per. “Goddamc k, how can we be doing 
all fob?" He was tmcomfortable with the 
rapid expaosios, and Lay would say less- 
ingly, “IT! die wife a bt cf friends, and 
Rich will have all the money.” 

And then there was Rebewa Marie, a 
young banter who in 1982 moved to whsi 
would become, ic }98i, Enron's treartiry 
department. With her btand hair and gold 
earrings, she looted like a Tocas sun queen, 
Her tnenier at the time was John Vfing, a 
West Point graduate and canny 
whom she reported to. Sbe and lAfing went 
to woik opening pown* pluKs. but her divi- 
stofi was partially sold to help cover the 
debt iicur^ ty foe rogue-trading scandal 
In 1918 she took time ofT, bundled up her 
foddler twin boys, aad entered Harvasd 
Buaioess School, ^e negotiated the con- 
tracts for a power plant for Eoroa owttlde 
Boston, aod after sbe earned her M3At. 
she returoed to the company fiili^e- Scon 
she was setting up pewer plants and pip^ 
fines in England, Infoa, and the Philippinei. 
Mark would ultimately spar vdth Jeff Skfl- 
tii^, who had beer, a Bate Sctolat is Har- 
vard Business School aod a consultant at 
MeKinsey St Caapatf betee En- 
ron. '‘Jeffm^ hsve been the sin^e best stu- 
dent 1 ever had, and he did notsuffirr fools,” 
said Qiip Bupp, a professor of Sdlling^ at 
HamtsL Bug? ISsned SdSmg’s personalia 
to foe capafaiScy of Rolrert Mch&mars, 
President Ktmne^k secretary of defense. 

S kiSmg forived ob anfon^ation and bad 
a perfect c^nmaad minutiae of 
d^. In mrerviews be could stun fi- 
nancial writera with bis grasp of deWite, 
but tiBt same saperionV made corportes 
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vtsien whs messianic. Skilling kept a sign 
on his desk: t.R.LS., which stood for; “First 
they Ignore you, then Ridicule you, then 
Imitate you. and then Steal your idea.” 
From the beginning, colleagues say. Skil- 
ling’s pattern was to scapegoat others wiUt- 
out leaving a trail that could lead back to 
him. In meetings that Ken Lay chaired. 
Skilling was often silent, letting Lay be- 
lieve that he was completely in control. 
But at other times Skilling could be very 
volatile. He was divorced, and bis oRtce 
was a shrine to his children; on long plane 
rides with colleagues he might spend 
hours talking about them. He would 
often blurt out astonishing remarks 
in public— he once, famously, called 
a stock analyst an asshole during a 
conference call— and the public- 
relations stair wom'ed eadi time he 
gaw an interview, 

Andrew Faslow, a Skilling pro- 
tege, was recruited early on in Shil- 
ling’s first fiefdom, Enron Capital & 

Trade. As Skilling consolidated his 
power, he and Fastow allegedly designed 
the partnerships that were constructed to 
hide losses end maximiac profits. Testify- 
ing before Congress, tax lawyer Jordan 
Mintz recalled sending a memo and leav- 
ing messages for Skilling asking him to 
sign off on crucial legal documents. Skil- 
ling testified that he had no memory of that. 
Last December, 77ie New }brk Times had 
Skilling saying that the partnerships were 
Fastow's idea. Bupp, who remained close 
to Skilling, is now confounded. “1 can't 
believe he did not know what was going 
on, yet I can't believe JelT would Ik. . . . 
(The partnerships are] a dear black^nd- 
white conflict ofirtterest. Holy smokes!” 

O ne day in 199S, Jan Avery sat in a 
eonlkrence room and watched An- 
drew Faslow, standing in front of a 
whHeboaid, grapple with how to deal with 
a eommg loss on the books of his group's 
investment in an M.IB.E. fuekddidve plant 
ouinde Houston. Fastow and Skilling had 
gambled on the toxic additive used in gas- 
oUne, but, as a result of a steady attack from 
the media and environmentalists, the mar- 
ket for M.T.B.E. had virtually doappeared. 
Fastow exuded anxiety. Avery remembered, 
raising his voice, barking orders. have 
to be able to come up with something! We 
have to construct a structure where die loss 
could be camoufl^ed.” Most of Enron's 
now notorious partnerships were still in the 
futUK, but Faslow had already seen the 
possibilities they olTeied. There were already 
roughly 300 in place. ”Loses were never 
allowed at Enron, even then," Avery said. 
”M)u did not rec^nia tasses.” She rcmenv 
bcred that the meeting stretched on for 


sno rattow oecame irt- 
creasmgly agitated. Avery lecaiicd think- 
ing, This has gone coo 
"We sat there and bounced it around,” 
she said, while Fastow franricaiiy drew ctr- 
des representing subsidiary corporations all 
over the board— partnerships within part- 
nerships— to suggest how to move the loss. 
Fastow also asked them lor ideas on how to 
maintain the value. "That was our language 
for hiding a loss. We called it 'maintaining 
value,’" Avery said. "I knew that this was 
something th^ was ultrm^ely going to drag 
the company down, because ymi could not 


when the legacy and corporau s^le of ML 
chael Milken were impnnted on Lay and 
his company. It was Michael Milken and 
Drtxel Burnham that hdped raise the S2.3 
billion needed for the JntcrNonh-Houston 
Natural Gas merger. A little-known feet is 
chat Enron stock was one ingredient of 
the scandal that brought down Michael 
Milken and Dennis Levine. Tipped off by 
a banker at Lazard Freres, Levine and his 
group of insider traders profiteered on the 
merger, as James B. Stewart has reported 
in Den ofViityet They later went to prison. 

Lay thrived in a culture of rivalries. He 


Jeff Skilling kept a sign on his desk with Ihe 
initials I.R.I.S.: "Rrstthey Ignore you, then Ridi 
then Imitate you, and then Steal your ideo.” 


maintain this levd of loss. It was hundreds 
of millions of dollars, never acknowledged 
on the books.” Isn’t that firaud?. I asked. ”lt 
was still within the realm of accounting 
rules, but they were my out in the gray 
zone. It became criminal wdien they contiiv 
ued it CO such a degree that it put all the 
shareholders at risk." Did anyone rase an 
objection? "All the time. We called k hcmsc- 
of-cards accounting and would openly dis- 
cuss how cra^ it was. in meetings, we were 
always told the same thing: ‘\fou have to be 
able to come up with a solution.' There 
was no aitemattve.” 

Fastow's wife. Lea Weingasien, was in 
the room: she too worked at Enron, uhich 
was not unusual in the culture. Fastow 
had met Weingarien, the dau^ier of one 
of Houston’s prominent Jewish femHiu, 
when they were at TWti. The Vfcmganens’ 
fortune had come from a chain of grocery 
scorei Around town the couple was thought 
of as a study in opposhes; Lea Wungarten 
was low-key, with the casual style of old- 
money Texas. 

Enron was hermetic and pulsing with sex- 
uality. Ken Lio* had married his secretary; 
Jeff Skilling' had lefi his mfe and taken up 
with Rebecca Carter, whom he prwnoKd to 
company secretary and who eartKd mote 
than SdOO.OOO last year. 

P eople who know Kenneth Lay well 
insist that his destruction can be un- 
derstood by looking at his longtime 
aKraction to ruthless, brainy alter egos such 
as Jetr Skilling and Andrew Fastow, who 
could ao out Lay!s snAitioiis vriiile be 
played Mr. Congeniality. The sun of fraud 
permeated Enron fiom its incqxkm in I9S5, 


of parts, a winner of 
awards and member of committees; gener- 
ous with young ussociates, serving them 
himself when they traveled with him on 
one of the many Enron planes. "All these 
planes give my C.£.0.'s something to as- 
pire to.” Lay said to an ABC news re- 
porter just months before Enron crashed. 
Inside the company, Lay overlooked, even 
encouraged, all the vicious infighting that 
went on. Lay came from a modest back- 
ground, had a cheerful salesman's facade, 
and wore a Mr. Magoo mask of discon- 
nection. He was a Gatsby of the pipelines, 
a minister's son from Missouri fueled with 
the desire for grandiose status. He earned 
a Ph.D. in economics at the Untveraity of 
Houston, was a navy officer, and clocked 
time in ^^feshi^gton as an undeneeretary 
in the Department of the Interior, He was 
attraeted to Houston by the hope of stag- 
gering returns in the oil-and-gas world. 

When Lay became allied with Milken 
in I98d. the junlobond king's: reputation 
as the genius of inventive financial siru^ 
tures was at its peek. Not long before 
Drexel Burnham chief executive Freder- 
ick Joseph denounced the press for its 
"ouirageous” allegations linking Milken to 
insider trading and the unsavory affairs of 
arbitrageur Ivan Boesky, Lay arrived in 
Beverly Hills in search of the financing he 
needed to realize his dream. The steady 
drumbeat of allegations in 1986 concern- 
ing Milken’s honesty would have alarmed 
a more prudent C.E.O. In a 19S7 inter- 
view, Milken went as far as to defend his 
business practices by boasting that he 
was helping Enron increase the size of its 
debt offiering by an additional 9225 mil- 
lion. Lay never cut his lies with Milken, 
and would later talk about him as a vi- 
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Skiliing and Fasiow allegedly 
designed the private „ 
partnerships that vrere - . 
constructed- to hide 
nnxiinizc profits 


ed. After Miikcn got out of jail, l-ay invit- 
ed him to speak at aa Enron eonference, 
despite » vocai proiatt from lawyers in- 
side the company. “Ken always thought 
Mike was an oahof-the-box thinker who de- 
served ^ps^y,” am Enrwi esBCutivt said. 

In one magaaiae spmad. was por- 
tn^ed as the wizard of energy, his body a 
glowing elearic-power tine. As fw the 
Kool-Aid, it was the elixir of money. 
Young traders just out of school were an- 
talizsd with promises of $500,000 in 
■ bonuses within a year. The Enron car of 
choice was a sihcr Porsche; the parking 
garage in Houston was full of them. Vice 
pr«tdents and managers preparing to 
make i budget prosentatten in front of 
Lay, Skiiiing, and Fastow were told. “Hers 
is your number." The numbers— always 
larger than what was feasible to demand 
on a contract-would have to be reached 
or. the vice presidents and managers knew, 
they could be "re-deployed," Enron lan- 
guage for being switched to 
another department, often be- 
fore being forced out in a vi- 
cious biannual performance 
review. These performance re* 
views, referred to as “rank and 
yanks," wrere a variation on 
dB oid Hr^sh &ar Charober. 

Vbur picture was displayed, 
end your colleagues blasted 
jour job peifcfmance, knowing 
’ '<( their own sfwmcnnent 
pended on your demise. 

Ori^nasors of deals mi^t find 
that their numbers bad been 
tampered with sc that in the 
perfcrmanee review their deal structures 
no longer made sense. “Beewse of the 
complexity of the math, it could take you 
weeb to figure out what had been changed, 
and by that time your deal was shot down 
or you were fired, " one ftormer associ- 
ate recalled. Skilling would be very blunt 
with vice presidefits who quscioned these 
m^hods: Chunit yout essumpiions. Ihu 
am ofiugs rejm!^. Ibu am ffftuayo gef ihe 
^eotiione! fn addition, the pubiic-relatiacs 
staff had to keep Lay's eompetins division 
heads from getting too many cover stories 
in Forme and Forbes. "Ken didn’t like it," 
one told me. “He wanted the covert^e for 
himself.” 

I y the mid-90s, Fasiow was the whii kid 
Cof Enrons financial stnicturwg. always 
pready with sophisticated accoundng 
arearus sud; as tire “costless collar”— a com- 
plex; financial instrument which allowed at 
investor to sell a stock in partnenhip with a 
tHink at a guaranteed trigger price and yet 
SVC it reponed » the S.E.C Jan Av- 
eij. iorone, grew more and more alarmed 


to 

Sulling^ and FastowY bookkwping. She 
used the tenn “feeding the mon^" to d^ 
scribe the process. 

As the Enron tuttactes ^resd, it be- 
came increjumgiy diflwik fer Fastow 
and Skilling to disuse tlretf rmbstioBs. 
The deal structures be»nre mon and 
more byzantine. At the broadband divi- 
sion, which traffideed in the fiber-optic 
cable used in high-speed internet con- 
nections, trades called “Barney deals"— 
meaning "I love you, yraj love me*'— were 
sonstruusd. Eaton would sometimes swap 
control of its fiber lines with those of an-, 
other company, only to undo the transao- 
tion a few days latot; so as to create the 
ap|»aran« of volume. Other maneuvers 
pushed hundreds inilfions of dollars of 
trading equity around in a circle, a prac- 
tice employed such companies as 
Qwest, Cisco, and Global Crossing, which 
was headed by Cary Wtnnick, who had 
traned at Drexcl Burnham. When Glob- 


al Crossing went bankrupt in January, 
V^mnick was able to walk awio* with a re- 
ported $735 million. At the broadband 
group,- Festow used the lawyer Kristins 
Mordaunt. who represented the group in 
its dealings with the separate psnnership 
of LfM2, which was run by Fasiow. In 
March 2000. Mordaunt was invited into 
■i Fastow venture called Sculhamptor 
Place. She pot down S5,8Q0. She heard a 
few weeks later that the deal was winding 
down. Opening her bank siatemeiu the 
next month, she saw a deposit of S i mil- 
lion. Another friend of Fastow's. mansg- 
ing director of Enron Globa! Finance 
Michael Kopper, would make more than 


OREAM MERCHANTS 
Linda and Kin Le>y. below, at a 
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m Qiewco, aceonling to the report released 
by Enron directors in February. 

19 here is someone you should talk to," 
I Alex Conn told Milberg Weiss partner 
I David Wilton in a surprise telephone 
call Conn, an Austin software entrepre- 
neur. had met iart Avtry when he negotiat- 
ed with Enron, and he was impressed by 
her. Several v«eks after Enron collapsed, 
he reached out to the people at Milbcrg 
to let them know what a valuable 
witness oniid be. it was November 
2001, atd Walton, the Milbeij forensic ai> 
ceuntani, arranged a conference call with 
Paul Howes, who is the Miiberg partner in 
charge of day-to-d^ operations for the En- 


ron investigation. Howes has thick blond 
hair, a former athlete’s build, and the em- 
pathic coaveisationa! style of the South- 
west: in his years as a Washington-based 
assistant US. attontey, he radiated such 
useftil kindneis that he could get drug 
lords to confess. After his conversation 
with Avery, in which ^.e talked about her 
experience at Enron Insmaticnal. which 
ran the company’s project overseas, Howes 
got on a plane to Houston. From then on, 
in his research reports Avery was referred 
10 only as '•confidential witness." He had 
yet to determine whether her information 
would check out 

By I99<, Avery had been transferred to 
Enron Intemtiional and was therefore in 
the middle of the drama that would do 
fine the fall of Enron. It involved assets 
venue trading, and a rrvairy between Ro 
beeca Mark and Jeff Skilling, which led to 
the demise of Enron Imemadenal, fre- 
quently referred to as '‘the purge." The 
war was fought over "paper gas," as the 
executives at Enron International called 
Skilling’s ruthless consolidation of his 
power OR the trading aide. Skilling's 
traders occupied three fioon in she Enron 
headquarters, and the trying room had 
more plasma screens than any other office 
in America. The atmosphere, according to 
or» jbmw Entffis mam^r. was “the Roy- 
s!^ Hore! me^ Ure Doth tor.” At the 
height of Skiilutg'c power, the eompaiiy 
movms toward a peak momoit. wlwn 
the par%e^ip strucures would enable 
price-earning ratios of 60, and the stodc 
would surge in 2000 to S90. 


A —.J «u(on uucmaxional on 

the ux side and aoon began working 
I8'hour dayL She kept a pichire in 
her office of Kq?, now 11 with Img bk>nd 
hair, but when people adeed beq “Who is 
that?,’' Avety would r^dy only, “N^ daugh- 
ter.” She rai^ talked abottf her prh^e 
but during the last weeks of each summer, 
2^ ICay got ready to lo her fitihei; Av- 
ery was cieariy under »ain. would & 
in bed. crying, **Kei^ ^ me nuf." By 
199% Avtry was eanur^ more dian nK» 
^ce prsiiihuits, sdm^ a year 

wj^ her l:«nus. ^ was angry ^at Enron 
refused to ^ her the &le, and was .con- 
vinced that. ^ ^ was a ^ctim of 

ageism. She took on an onerous atnouitt of 
worit in order to blot out her anger over her 


custody problems Ext^onng the Ibrctgn-tax 
implicxtiQos S>t Enron dealmakets negotiat- 
ing for pipelines and power plants in Brazil, 
Bolivia, Peru, Eastern Europe, and Africa, 
Avery had to leam the tax code for each 
countiy. By then “the SktUing atmosphere," 
os it is often ctiifed, had begun to permeate 
the department- Avery recalled, "We were 
^d constantiy, ‘Keep the debt off the baJ- 
an« sheets.”' This was done not only 
through off-th^books partnerships but also 
through loopholes in the Ux kws of the for- 
eign countries. Tax raectings would go ort 
for hoers, but Avery rarely compiairted. 

Sent to Rio. she slsyei for months in 
Copaesbana, masteririg the Brazilian tax 
code in order to fiicilitue negotiations for a 
pipeline between Brazil and Bedtvia. She 
also began an affair with a member of the 
Enron team and for the first time in years 
felt it was possible to have an emotion^ Hie. 
She then went to Bolivia and Peru, spent 
weeks in Wamw, ruuraed to Houston, and 
flew to Africa, attempting to explain to K>^ 
why it was often 9 or 10 hours later where 
she was catling from- 

D uring this period, she was searching 
for lawyers in the counties around 
Eudora. Arkansas, hoping to find a 
talented attorn^' who would take on the 
Avery family. She knew ^ could not de- 
fend her travel schedule m a courtroom: she 
was on consuni caQ, and, as confided 
to her friends, the strain was becoming un- 
bearable. How could she pul an ll-year-old 
through the hell of on u^ cusiot^ battle? 

In 1997 die wu itnrtied to the Enron 
international executive retreat in Beaver 


Creek, Colorado. Ai lunch during a ski 
break, she was joined at an outdoor table by 
Rebecca Mark, who was there with her 12- 
>ear-cld twins. Mark was also dryorced, and 
thQT talked about the constant emotional 
pull exerted onsirigJe working moLhers. That 
day Avery rtsolvrd that she would try to 
become a deal originator in order to make 
more creative useof l«r time. A? the bar. she 
sought out Mark’s co-C.E-0-, Joseph Sut- 
ton, a former brigadier general who resem- 
bled Burt Lancaster. Taking power and 
American investments around the world had 
nssde Mark and Suson well known in devel- 
oping countries, but also, at tiroes, the tar- 
gas of scathing criticism for supporting die 
alleged imperial apioitalion of local w-ork- 
ers. In India Ihoi were accused of pushing 
through B S2 billion energy plant at 
Dabhol with bribes and threats, and of 
% manhandling laborers. The Indian 
■ press is notorious for Kbcl, and Enron 
officials vigorously denied the charges, 
which were never proved, Sutton was 
intrigued when Avery told him she had 
« set up her own pipeline-marketing 
business, and he suggested that she write a 
lecertoMaik. 

I went to Houston determined to meet Re- 
becca Mark. Ffor the last decade Mark 
had been a template of female aebieve- 
men; for the business press— named twice 
to Fiiriuns’s list of the 50 top women 
CE-O.’s. Her s^le had become famous— 
the slee-b Armani skirts, the stiletto beds. 
As the head of Enron Intemariotral. she 
hud eoriy on taker part, wkh John Wrng, in 
negotiatirtg the bilUon-doIliir power plant in 
England called Teesside, and hod struc- 
tured the deals for the Indian foctii^ at 
Dabhoi and the Braalian pipeline. She and 
Henry Kissinger dealt with the Chinese pre- 
mier, Israeb prime minister Ariel Sharon 
took her calls. Indian uxi drrvtre in Delhi 
would ask Enron execiaives, "Do you know 
the fitmous Miss Mark?" Back in Houston, 
she would work the phone late into the 
night in her flannel pajamas as her twins 
complained, "Mother, get off the phonal’’ 
She was un absence in the Houston social 
fimiament; her ombitioru were global, at 
the greatest remove from the Houston 
Country Oub. As with Jan Avety, her job 
was her life, and her attraettveness and her 
ability to draw crowds in such places as 
Brazil and Vietnam helped to establish Ken 
Lay''t political bona fides and extend the 
Enron brand. 

The d^ i went to see her, her housemtut 
was hanging Christmas boughs on the front 
gates of her mansion. Mark lives paiatiafiy 
behind a h^ wall m River Oals. As I 
walked toward the house, two large dogs 
came bounding up w me. followed by a tali 
blonde with a distinct Texas-fich-girl look, a 
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^ M 4aa iM ittinugm 

paie^hic sssnewa^ied jests Houston 
and Ho^wood po^ 'Ncisai patk widt 3 
$1,{K>0 1^2s a» 3 «hae Gap Tdurt Esti- 
tnatss oTMadc^psRSBsI V3iy wSd- 
fy, from S30 iiiEb'oD to idU niStoi. She 
manied for the second time two yean ago 
to Michael Jusbascbe. who was bom in Bo- 
livia and owns a cbemicai company. 

Like Ken Lay, Mark came fimn a smaU 
town in Missouri, one of four ^Idren in a 
&rm &nii}y with deep fundamsncshst be- 
iie&. Her convoutiooal s^le has been poi- 
nted in Ibtas, and ^ s a master ’’hill- 
bilyittg,” die trick of pi^ng up oas’s hum- 
ble origins. “Somedraes it was so cold in 
our &nnhouse diat frost was cn the quSt," 
Mark toidmeaswesatinhervsst drawing 
room wkh a grand piano io it and looked 
out on the garden. IK^hin Enron Interna- 
ticnal, Mark ptesemed herself with the 
same down-home attitude, along with a 
tapienoharp skill in marshafing riotous ar- 
guments ibr deals. She was a booaer of tal- 
ent, pardeulatiy is women, and she ertamd 
an atmo^ere that ich ftcutial, She would 
throw Cbrisunas parties for as mnr^ as 900 
people at her house, with carolers, downs, 
and rides fiv the chSdietL As a CE.O. op- 
erating under terrible tension, she mid me, 
she tavgls herself to conceal her anger be- 
hind a midwestem soroiity-gitt tmil^ par- 
ticularly as she fek the Et^ culture tunw 
ing mcreasingty ruchlea. She had a tr^: 
when other executives excoriated her in 
meetings for not ptgducittg entMgh piolits, 
she would not h^t back but would simply 
tell herself that she was d>e smams person 
in the room. “I was looldng ta them but it 
wasn’t teal,” the said, “t mi Qs an oui-of- 
body experisace." 

A t the time I net Mark, she vos angry 
about an ongoing attack on her abili- 
ties is the business press. Moreover, 
she was bound by a confidentiality agreo- 
ment asd had been named as one ^ the 29 
offidab who are potential defendants in the 
dasMcrion cases against Eruoa. As she told 
me late; “I am prepared fcr two siOTies: fte 
'I had sa with everyone in the univerae* 
story and *Rei»cca!5 assets stink.’ If they 
have a csa»n to tty to destroy me, k wi be 
over the quality of my business and what 
they wiQ make up about nqt iowe lift. The 
sole reason be to put !es credibility on 
the side of the asset business I budt up.” 

There appear to be few people in Hous- 
ton who do not hold strong opinions about 
Markb iovesunents. One economitt who 
knows her well described her as *a bundle 
of energy ... but she and John Vring fig- 
ured out a way to take a joiey Irk of tite 
apple with their power-^ot dntiopment, 
and the siedulous baob went along with 
th«n . . . loaning 95 p ei c er d Snanemg on 


the basis of pro formas that no fool would 
beSeve.--. The poor indian and Chinese 
reatfentiai ekori^ consumers world have 
been ^endir^ half their disposable annus! 
irsceme on eleaisdty." A proniinent money 
manager who sboned Enron stock io 2000 
said, “Ahnosi everything that Mark touched 
at Enron was catastrophic in terms of in- 
vestment return. The company had to ei- 
ther recognise the losses or cover them up. 
To Skilling^ detriinew, he chose 'o cover 
them up." When I asked Mark about this, 
she said, “None of the money managera 
have ever read the contracts backing up 
these businesses. The companies we creat- 
ed around the worid are not bankrapt” 
Seme insiders theorized that Mark^ 'bpe- 
dai relationship” with Ken Lay may have 
given her cane blanche to operate whh no 
checks and balances. It was commonly 
thou^t Chat Kebecca Marie and Jeff Skilling 
had had an ai^r; th^ were both divorced, 
had children the same ages, and often went 
to school sporting events together. Marie’s 
detractors sug^i that she also had rela- 
tionships with seKnl membeis of her do- 
velopment team. Mari: has become used to 
hearing this ^e of seea^ branding, and 
believes it is a dasslc attempt to dims^ 
her tenacity and achievement. “These were 
people outside the iotemslional arena who 
did not know bow we worked,” she said. 'T 
used to make joka about this in speeches 
and say, T had so idea 1 was so siaggering- 
ly attractivt.’ And how in the world would I 
ever have time, when I have passpom so 
thidt th 9 tool bke volumes of dve Bible.” 

F or years, Mark operated under ^ 
protection of Ksd and Kkh Kut- 
der. She represenrad the sssets-based 
side of Enron, which went IraCk to the ear- 
ly days of the company, when Lay realized 
Aat gas could ba traded u a commodib'- 
By then the government had (breed the 
utilities to accept the notion of unregulat- 
ed power. Marie’s great sloH as a C.B.O. 
was always in presentation, her collea^es 
s^, not in operation, which was routinely 
handled by other executives Mark was 
able to persuade the Trsdian goverore^ to 
change its poiides and reverse its course 
on the power plant at Dabhol, and she 
gotisKd irondad agreements protecdi^ 
the assets in the event the government 
should change. She understood that her 
ability to survive at the highest level re- 
quired her to project certitude, ■ sense 
that she was comfortable in her own skin. 

In the early days of Eaton liHernationaL 
Mask was told repeatedly; ”\bu eat what 
you kin,” and initially she and her team 
worked withoot bonuses. However, ^ w« 
able to come up with a lucndive coi^ast- 
vahw-petcent^ arrangttranri that uhim^ 
ly earned her dose to SS6 mSfion is srosk 
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' 1 uunK mQr gave us this deal because 
wen convtnc^ we couldn’t get at^hing 
d<»)e,” she said. She and Joe Sutton operat* 
ed on rfteer nerw. Sutton would tei her. 

like we’ve already won." as disy went 
iwe niesinis with fonign isadas. 

A former ececutfrt at Shell Oil de- 
scribed Mark in Bolivia, decertnined to 
sell the government on the idea of giving 
Enron the contraa to assist in building a 
billion-dollar pipeline between Brazil and 
Bolivia, a project so politically problemat- 
ic that even industry leaders such as Shell 


, . . . . M.... twMt aitc, anc Juo 

inherited this dal from andiher division 
of the company and found herself loclttd 
in a negotiating struggfo widi two govern- 
ments- waited irdo a tnest, and the 
Qataris were stgry,” ^ sud. *'fiat we 
felt we could ntH lave a UStm dollars on 
the ground." Two years User dje emir was 
said to be oQended by die low price En- 
ron bid for the gas. Ken Lay tried to 
smooth out the difficulties and renegoti- 
ate. "Not if you send in the same groop," 
the emir said siemiy, according to an offi- 
cial v^o was in the room. 



rnSiSPitl 


zling them with her eoirnnand 


stimulating them with her as- 
surances of what Enroit could 


One doy Rebemi Mark - 
confronted loy in a meeting. 
"You are being snookered, 
Ken," she told him. 


supervising ffie buildiw of 


haal amrovals, she 


cemational executive who 


presenting the Nicaraguan barge 


199S. Jan AMiy was in Nica- 
project devdopet; 


conference call with Skilling's 
aide Ride Buy and the Enron In- 


STS mSiion ba^ power plant, 
^ of Enron Intemationars laa 
enterprises. The night before the 


plant to the board. ‘They 
screaming at eadi other," Avery 
clear how Sc iV 
out to 

put a stop to all assets being 

* , tryingto 

make us lower the sssestmems, 
although the numbers al- 
ready been pmemed.” By then 


evSUf AS ASSiT Skilling had turned agamst Mark, telling 

S»b*e« Mark, then CIO. of fomn her in meetings, accordiog to one of her 

lrt#mof»n^ ports « erwi^ of {oumoGrti associates, that her assets were a disaster, 
in wdia. 199Si inwstmenB Enron had ever made 


successful in desling with eatnf^sxhies in 
the Middle East. The Enron team arrived 
in QiOar to set up a tbree-couitiry devel- 
opment deal for the twhe^ su^Iy of nat- 
uu! ps in the world. "No one tells us 
how to negotiate— we are Enron,” Mark 
aDegediy said to one diplomat represent- 
ing the emir. Moreover the Enron bids 
were couehed in very aggressive language. 
'‘Tho' told us they were doing us i pub- 
Ue^lations favor, letting our negotiation 
be a model for good rekUons with Is- 
mei.” the diplomat said, startled at the 
bek of ur^eisunding the re- 


Nine months after Avery moved to Ma- 
nagua. the developed a persistent cough 
The working eondettons were filthy, idie re- 
called, and the air was full of smoke and 
pollution. The barge preset had caused a 
political firestorm. The president of Nietc 
ragua was deresnding a p^ment of S2 
million to allow the eompaiiy to finish the 
work, and a warrant was put out by the 
Nicaraguan government for the arrest of 
Enron executives. "Ybu have a spot on 
your lung." her doctor told her. "kiw have 
to go home immetfiately.” In Houston she 
was diagnosed with a rare bacterial dis- 
ease. SM spent the next five months in 


tne nospitai, and several times her blood 
pressure climbed so high Chet she was 
close to death. 

A t the K>p of Enron International the 
prwiure on f^becea Mark vrjs in- 
creasing. She confided to fritids that 
Scilhns’s approach was like Chinese water 
torture, 3 subtle, continual bombardment of 
what she was doing. He was aoetnpdng to 
consciidate his powee moving Enrcn into a 
future where h was asset-light, as .ic said. 
He was still an icon of the business maga- 
zines, ceiebnusd for his Gas Bank innova- 
tion, which moved Enron into a new world 
where it created a market in His ellipti- 
cal phrases, such as "vertical mt^ration," 
became Iroans of tHe dot-com era. One day 
Mark sat him down and a^d him how his 
business worked. She was curious, she told 
ccllogues, about Braadbwd and the 
emerging energy markets. “! warned a 
sense of comparison," she said. "Are we 
that bad? Or are that good?" Mark 
was openuing in a dosed 9Stem. Erron In- 
ternational had separate accounting and 
was in a different bulling. At the height of 
this internal war. Rich Kinder, who for 
years had kept a brake on the company’s 
exponential expansion, was passed ever for 
CE.O. Later, Ken reportedly ran inro 
Rich Kindcrls wife told her thsc none 
of Enron’s problems would have happened 
if Kinder were still at the company. After 
Kinder left Enron, he started a new energy 
company. Kinder Morgan, which is traded 
publidy; he is said to be a binionaire. 

One day Rebecca Mark confronted Lay 
in a meeting. "You are being snookered, 
Ken," she told her old friend. “These are 
profits from the sale of assets. Thee are 
not trading profits.’’ Their conversation was 
about their European business, and Lay's 
response. Mark told someone dose re frer. 
was to look at her kindly, eondescendingly, 
as if to indicate that her lack of vision 
made her a dinosaur. Her assets, at best, 
could return 14 percent, but she was plan- 
ning for the long run with equ'ny invest- 
ments, a strategy designed to hold an in- 
vestment for decades, and the company 
had veered inexorably toward the culture of 
traders, where profits now soared to close 
to 50 percent every year. 

I t bearne dear, Mark rold a few inti- 
mate Mends, that Skillmg was trying to 
shove her out, She begart to negotiate a 
partnership agreement with Shell to sell 
half of Enron International^ assets, which 
would have brought S3.2 billion of equity 
to the company. They negotiated for sev- 
en months, a Shell executive remembered. J 
Iiuide Enron inten»tiona1, it was general- • 
ly assumed that Mark^ position as a : 
C.E.O. of the new oimpany would ensure S 
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ins n»amm$ ^ee mcds th« 
deal impossHiic to Marie was siads 
a McB^diaimiaR— s position known as 
“the ejector seat”— and allowed to take a 
bold gamble and explore trsatins wsuer as 
8 commodity in the interoBtioRai markets. 
The board approved ihs 52.3 btlHon pur- 
chase of an Bnshsh water comparEy e^lsd 
Wfessex %^!er, wh^ would become the 
l^tokbsne of Enron's global wtusr compi- 
ny, Azurix, and which looted to be a great 
source of profit, but which turned into a 
disarm when Britain changed ib water rates. 
Soon the whole water business changed, 
and Azurix was kistag se much mono' 
that it was alTectiag the price of Enron's 
stock. When asked to respond, Marie 
said, “It wasn't a disaster. We 
couldn’t survive as a public compa- 
ny because ws didn't have earnings 
sufficient to support the growth 
of the stock.” 

As Skilling moved against Marie, 
cuff Baxter 5jund himself in aa in- 
creajKn^ unttmahle poriyon. He was 
a fisutoi^ with a emtSiet. wbtse re- 
sponsibility it was to enforce the nw 
Skilling culture and his loyalty, 
ma:^ believe, was what would ultimately 
drive him to suicide. By 1997, Skilling had 
coasolidatod his power and had usemblcd 
bis own team, which indaded Fastow and 
The group was known as “the bsau- 
tifu! people” or “the seven dw«fs." One 
the accounting staff at Enron Interna- 
tional learned that Sldlluig^ team had 
reauditod Markb ass<U and was planning 
to sabotoge her in. front of the board, 
arrived ^ the meeting to hear Skilling say, 
“These assets are a dnaser. Hot jost A^ 
urix-werythifig. Th^ are returning 3 per- 
cent, not 14 pareent." Mark tried » ro- 
main calm and responded, “f take issue 
with these nvmben. My stialysis is there 
(bi anyone to see.” According to aa asso- 
ciate of Mark^. however. Lay cooveyed a 
few days later that it made no dinerence 
to him what her analysis svd about the 
assets; he wanted no ddsate about getting 
rid of all of them, because he wanted the 
cash for the trading operadm. in Augur^ 
2000, Marie was asked to leave the com- 
pany she bad helped start. She immedi- 
ately sold all ofher Enron stock. 

F or Jan Amy, Enron had becotne in- 
comprehens&le; nothing she bad -ex- 
perienced since Nicaragua had pre- 
pared her for the inremal chaos rite fbund. 
Sent to Abu Dhabi in October 1^9. Avery 
watrited Sk&ling torpedo nine months of 
negotiations on the S3 bSh'on Dolphin 
pip^ne. The projected pipeline would fink 
' *. United Areb EntirtUss with Qatarm s 
ii so innovstnre tim Conoco Amoco, 


— ...... . *cie M vying isr it. 

the ptocfiu business had tmee been ^ 
very ^ Enroals Esancial strnif^h, 
itod thb deal-whicb retiuired Emmt so os- 
vest 5300 million-was projected to return 
tenfold profits to the comparer. 

in Abu Dhabi, Axrery st^Mzvised a 10- 
person team throu^ months of ^e dlB- 
gence and !k^oqk»ib. The Dolphin 
plpefine became a ^bol ^ rite Middle 
East^ emergent into tire 2tte emtury 
and a sti^]ls in the European press. Su^ 
rounded ^ computer models and riieikhs 
in robes, Avery was ^^tvious to what was 
going on in Houston, filing was diiea- 
Ing his mssntion to Broadband, to which 
he had pledged 53 biOion. Three di^s be- 


Stie was next assigned to Enron Energy 
Services (E.E.S.). the ph^^emnd of Lou 
1^, uho had set up 8 div^cn to trade en- 
ergy in CaiiTomia The move meant 
changing buildings and giving up her 
large office for a trading desk. E,E.S. sold 
“bundled energy" to customers such as 
&arwood Hoteb, J. C Penn^, Quaker 
Oats, and Owens-Diinois, the glass coropa- 
try, The “bundle” was a promise of future 
serMcc— meaning air-condstioEiag re- 
placed, liglubulbs changed, wiring fixed. 
In her fijst weeks. Avery approached s 
conunoctity analyst who was proposing a 
price that would absolutely guarantee a 
ioto to Enron. cait*t do Utis,” Avery 
t^d him. "How cen job be selling some- 





Ti 


tore the press conference announcing the 
successful acquisition of the Oohibin con- 
tract, Avery received an agitated phone 
call from Joe Suman, who was now sitting 
in the ejector seat as vice-chair. “Stop the 
press conference,” he told her. "Th» can- 
not go through. Skillini has pot a stop to 
it," But St was too late. The Dolphin 
pipeline had been announced thiDUgboui 
Europe and Che Middle East Neverthe- 
less, within months Skilling hed walked 
aw^ from the deal “I don’t want ai^ as- 
sets,” be announced. _ . 

in Houston, Avery went to Broadband . tultirg cost to the state of ^ifornia by 


thing that is a negative?" The com- 
modity analyst replied belligerency, "Just 
do it. We sell negatives all the time." 

hat was during last year’s Calfibrnia 
brownouts, and Avery made a star- 
ting discovery. Enron had sold con- 
rrecis to retsfl customers, including the 
University of California and the Simon 
Property Croup, which owned malls in 
San Francisco. As the cost of power 
soared, Enron returned the power to the 
utilities, empk^ng a loophc^ the Enron 
salesmen had cleveriy provided. The re- 


Servtcw, artd during her interview there 
she was asked to uke a look at the pr> 
jected trading models. It would be her job 
10 help determine the pricing for the 
Broadband swaps— trades that would ieier 
provide the basis of Bill Lerach's inveoive 
in court, when be would compare them to 
Mikael MflkHi's frvrdulent operations. 

Avery studied the otodris and told the 
h«d of Che divsaon, ‘’Th«e is no way that 
these can work.” She then waited aw^ 
from the job and was moved to the inter, 
national group, where she worked on a 
deal to create a trading hub for liquid gas 
in Malaysia. Skilling’s purge had now in- 
fected the entire cwnpany, and there were 
waves of brings. While in Kuala Lumpur 
to R^tiase with the local oU-and-gas com- 
pany, Avery learned of (be "ethnic cltans- 
ing" being used to dose down her dhri- 
riOR. "Don’t worry, th^' are keying the 
best peo^e and re-defdc^g them," rite 
was told. 


one estimate was close to 5500 milKon. 
but within Enron there was no acknowl- 
edgment of the larger mearting. Avery 
membere that the preu releases were still 
rosy. No meotion was made of EnroDb t> 
dunioR of a bt^g price from 51,500 per 
megawatt to 510. "This was disguised as 
normal business procedure, ” Avery said. 
"Wha: it meant was that all their contrects 
were under water,” 

"Margaret, this is insane,” Avery said to 
Margaret Ceconi, who sat nea to her at toe 
trading desk. Like Arery. Ceconi was new 
to toe department, having been hired from 
G.E. Capital with the promise of annual 
bonusK as high as $} milltoB. Ceconi was 
votubk and freowbetlmg, a person vriio 
would throw pool patties and rnvite several 
boyfriends only to describe their reactions 
with burets of laughter the next d;^ at 
work. “Ws have to find some new men for 
you. iift!'* she told Avery, and soon toey 
were spending time together. "Ibis place U 
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we am w get OB' the ship." TbQ' talked 
about financia] a&a^vts diey could tip elf. 
fiiuDy on Carol Coale at Prudential, 
who for months had been cautioning that 
Enron vi^ not sound. 

O ne day in the summer of 2001, Skill- 
ing arrived at the E.E.S. floor and 
Jumped on a desk. By then the 
business developers were frci^uentiy log- 
giog on to ihomsonFN.com, which tracks 
insider trading. "Why are you selling your 
stock, Jeff?” someone shouted at him. Ac- 
cording to Cecori, Skilling, after citing a 
list of dubious reasons for unloading his 
shares, reassured the developers that “life 
was good” and that they should 
keep buying Enron stock. After 
that. Ceconi said to Avery, “Irbu 
and I are going to write a letter 
to the board, Jan." Avery was 
wary. Two weeks before Skilling's 
abrupt departure, both women 
lost their jobs. It was early Au- 
gust, shortly before Ksy Avery, 
finally in her mother’s custody, 
was to leave for B^lor Universi- . 
ty. Without a job, Jan could no 
longer afford the S20,000-a-year 
tuition. .... . 

“You don't know me," said 'Si'W 
Margaret Ceconi in a phone call 
to Carol Coale, “hut I'm a friend who 
wants to ten you what's really going on at 
Enron." Ceconi, who didn't reveal her iden- 
tic at first, be^ writing to Coale from an 
E-mail account with the address Enrorv- 
iruth. "We are sending you a lengthy let- 
ter that we have sent to the Enron board," 
Ceconi wrote. The letter, like Sherron Wat- 
Idns's now famous warning to Ken Lay, 
speQed out SSOO million in &l$e profits En- 
ron had claimed in the last year. Unlike 
Wbtkins's stnightforward, cogent criticism, 
Ceconi's letter began with a litany of com- 
plaints ^out the company. More reasoned 
aoalyris of the financials was buried on 
subiequeot pages. 

The S.E.C. opened its inquiry into En- 
ron's aceoundni on October 22. Ken 
continued to tout his company's suck in 
a conference call the following day. On Oc- 
tober 24, Carol Coale, fed up with Enron’s 
ro^ piedicdons, downgraded the stock to 
a The compaiv filed for bankruptcy 
six weeks later. Ceconi’s letter was given 
to Apache OP, an Enron competitor. It 
ultiroatety found its way to the congres- 
sional committees working on the investi- 
gation into Eiuon. The day Ceconi’s letter 
was published in the Houston Chronicle. 

65 news organizations contacted her. She 
was on Go^ Morning America, being in- 
terviewed by Diane Sawyen as the same 
time Linda Ls^ was telling NEC’s Lisa My- 


ood God, it’s a Rorschach 


test,” Paul Howes said to Jan 


be studied a diagram 


of an Enron partnership. It 
first time the lawyer had 
the circles and boxes that would 
soon confound 
pbisdeaud economists. “It 
pie u ufidensand," Avsy uld him 
"The more circles and boiros. the 
bigger the bonuses, and the more 
the customer is eonftised.” Howes 
had weired Avery’s unhappineu 


Joe Sutton called Avery in Abu 
Dhobi; “Stop the press conference. 
This cannot go Ihrough 
Skilling hos put a stop to it." 



over her treatment by Enron with her 
expertise on the financials and had decid- 
ed to use her as a consultant. He was 
working on the Enron case with a team of 
investigators and Ptenk Karam, a partner 
from the New York office, as well as with 
Lynn Hodges, whose California firm, L. 
R. Hodges & Auoeiates, specializes in 
“witness development." 

In January, Howes and his team were 
fielding more than 100 calls and E-mails a 
day. "This is the most exhausting case I 
have ever done,” Hod^ uld me. "All I am 
doing at the moment is ttacdng." She had 
received that morning an E-mail with a 
pheugraph of a shredding-coropany truck 
parked outside the Enron building. One 
Saturday, Howes spent tight hours in a 
hotel room with an auditor from Enron 
Intemational, another "confidential wit- 
ness." He and another auditor told Howes 
that Robert Jeedicke-tiien dean of the 
Graduate Business School at Sanford and 
the head of the Enron audit coinnunee— 
visited the internal-audit stalT in March 
1989. “How do you view your role as an 
independent diiecor?," JacrKckc was asked. 
"I’m here to support management. I'm 
here to support Kro Ugr,” he r^ed. The 
two auditors took this rcmaric as an in- 
dication of where Jaedidee's l^ralties 1^. 
lA ier, th^ told Howes, Enron Internatfon- 
al developers in pursuit of bonuses put 
through projects rife with engineering prob- 
lems, which later became budget night- 


mares. They had been disgusted 
to be outsourced to Arthur An- 
dersen. “JelT Skilling 
business side and a day-care center for ju- 
nior auditors,” one said. 

I n early February, Howes told me he had 
finally tracked down Herb Peny, the au- 
ditor who 15 years earlier had gathered 
an investigativt file on the rogue-trading op- 
etaoon at Enron Oil that had so mystifiM 
Jan Avery in her first months on the job. 
Avery had told Howes about the missing 
file, and Howes finally persuaded Perry, who 
had Just retired, to see hbn. The before 
Shenon ^^hlldns testified in Coitgiess, Howes 
flew to New Orleans and drove for an hour 
to a house near the waia. A lO-year-old 
shehie came out to groa him, and Howes, 
who is passionate about dogs, played with 
her before he said hello to Perry and his 
wife. "WWl, if our dog Bass you, you must 
be ail right," Perry’s wife said. 

The men drove to a nearby cafe and 
shared a shrimp po’bcy sandwich. Tb an 
mvestigaior. Perry’s background was im- 
peccable. Before going to Enron in June 
1986, he had spent 17 years at Shell on in- 
temal audits and fraud mvestigation. His 
specialty was white-collar crime. He found 
Enron's accounting department in disarray, 
he laler Cold me; the new corporation whs 
still trying to integrate InterNorth and Hous- 
ton Natural Gas. The board had six mem- 
bers from each, and the group was fraught 
with tension, because the Houston exeoi- 
lives had profittd m the merger, and the Itw 
lerNorth members had not. Ken and 
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hlocida Gas, were noutiag the new compe- 
ls, with Kinder at geoenl course 

On January 23, 1987, Peny s^. hit 
bos, David the vice ;mident of 
audit, got a call from a seaih^ officer a 
Apple Bank on 42ad Street in New York. 
“Hey. something interesting h^pened. You 
should know about it There are unusual 
cash transacdoos from the Isle of Cuemsey 
coming into my bank from Enron in 
$100,000 incieTDentsI” the officer said. 
The approvals of the transactions, be went 
on. were not coming fom authorized co^ 
porate treasurers but from two executives in 
Vhlhalla, New >bik, named Louis^orict 
and Thomas Mastroeni. “Boiget and Mas- 
uoeni appear to be writiDg cheds to thecn- 
selves,” the bank officer said. 

W^lek called Rich Kinder and then 
spoke to an aide of Enron’s John Harding. 
The news of the suspected fraud rocked the 
audit staff. Enron ^ ^peamd to be a 
great source of profit for Enron, and Hard- 
ing had personally appeared before the 
board, one auditor told me, describing in 
detail the connections to the Saudi royals 
and Kuwiit that had enabled his oecutives 
to make sudi vast trading profits. All the 
midwestemers at &iiDn, including Ken Lay, 


understood pipelines and their rich, d> 
pendable ca^ flow, but Harding^ desert^ 
tion of the potential bonanza to be made in 
trading mon^ thrilled ffiem. '^ey swai* 
lowed it hook, Gne, and tttJcer," the auditor 
sard. Li^ was toid that the amount at issue 
In VUhalla was no more then S2 to $4 mu' 
lion, a relotrveiy smaS amount since Enron 
on was reporting pioSts of more than S30 
million a year— one-third of the earnings of 
the company at that nme. "Lay told us, 
'Just go there and get the money back,”' 
Peny said. By then the audit department 
had gotten statements from the Apple Bank 
and suspected that Borges and Mastroeni 
were k^ing double Imks. Perry, who 
went with Woytek to Whalla, was sternly 
warned, “Whatever you do, do not upset 
Borgct.” 

Before Perry left Houston, he made a 
t liR of 19 items, wlu^ inciuded 
oiig die system down, geoug a war- 


because that was bow the deals were eoch 
ftimed in these days.* 

A rriving in New \btk. Perry and Wsytek 
discovered that die trading opaation 
was controlled completely by Borget 
and Mastroeni 7b go there, you had m be 
pidwd up in a limo, Perry recalled. “1 
don’t want the compedtioR to get dose to 
Riy staff,” Borget told hire to etplais the 
quirl 9 privacy procedures. The Hmiston 
employees were liot sUowed to interview 
anyone on the soffi One member of the 
Houston team was an Arthur Andersen 
partner and an eqiert in oil«od-gas trad- 
ing. “Everything is proper.” Borget told 
Perry. WeSe just had an audit dorte.’' 

Perry and Wbytek sat in an octagonal 
trading room with John Beard, another 
Enrou auditor, trying to unravel the fraud. 
TWo later a caD came front Houston; 
Perry remembers distmethr that the caller 
was Rich Kinder. ”1 am tearing one side 
of it,” he said. “Woytek wu just beside 
himself. He carried on with Kinder, gening 
quite aggresshe. He was s^ing. 'I can't 
believe you are going to ask us to do this.’ 
Kinder told Woytek, 'Get out of the build- 
ing and come back to Houston. Y>u are 
off the case.’” The reason? 
“They were afi seared," one au- 
ditor told me. "that the traders 
would get upset and thq* would 
lose the income.” He s not sure 
whether the call came from 
Kinder or John Sddl. the ptesi- 
dent of Enron, but he said that 
Perry's memory is “sharp” and 
he kept perfect itotes. 

ftny re membered Kinder say^ 
ing, “\^ are tumiAg the invests 
gacion over n Arthur Aaderseo.” 
SoOQ a flotilla of Arthur AfKiersen audi- 
tors arrived from Kousttn; among them 
was the young Jeflrey McMaheit. who in 
2002 would replace Andrew Fastow as 
Enron's chief financial officer. 

The Houston auditors appeared before 
the audit committee in A|^ 1987 and re- 
potted on what the &ron staff and 
Arthur Andersen bad found in AUhaJla. 
The two groups were in complete agree- 
ment. Woytek' had managed to retrieve the 
millions that Borget and Mastroeni had 
misappropriated, but one auditor recahs 
Woytek telling Lay and the committee 
that they had to get rid of the two men. 
Th^ were adamant; they should have 
been gone in February, cl^ said. Borget 
had told the auditors that he was keeping 
the money in a personal account but that 
it would soon come back to Enron. One 
auditor said. 'Tf the Apple Bank bad not 
called, this money might never bsve been 
recovered.” 


4 asaeo me auousr to reed me the min- 
utes frtsn the April 29 1987, meeting. “Dr. 
Jaedicke called upon management for a 
maRcr that involved Enron Oil Corpora- 
tion that was inve^ated by the company 
and subsequei^ mvestigated by Arthur 
Andersen. . . . After a full discussion, man- 
agement [This was Ken Lay,’ the auditor 
saidj recommended the person involved be 
Irept on the payroll but relieved of financial 
responsibility, and a new chief financial of- 
ficCT of Enron Oil Corp. be appointed. The 
coramictee agreed with reservanotks — 
Mr. Orioff [the future general counsel, who 
is now ^ Bracewell & Paoereonj reported 
on possible legal consequences. He stated 
that all legal work for Enron Oil Corp. 
would now be done in Houston by an at- 
torn^ reporting to him.” 

nheen years latec the auditor is still up- 
set “And when thQ* s^ ‘management,’ I 
can remember Ken Lay sitting there say- 
ing, 'I have made the decision!’ . . . What 
can I sayl He was the CE.O., and he felt 
that they could ptR controls in place and 
that he needed those earnings. That was 

his cal! We all knew those people were 

crooks! We told him that.” 

H e became solemn as he read out the 
names of the people gathered in the 
room, several of them now familiar 
pl^rs in the Enron drama, who would 
mamtain their silence and remain aligned 
with Kecneth right up until the corpo- 
raboi) collapsed. Robert Jaedicke, the dis- 
tinguished accounting professot; would ap- 
pear before the congrcsrional subcommit- 
tee this year. Herbert Wfinokur Jr., a Har- 
vaid CFverseec, would also testify as the 
chief of the finance committee who in the 
wake of the scandal finalb' ordered an iiv 
vestigadon. Arthur Belfor’s family would 
lose about S2 billion of Enron stock. Steve 
Goddard of Arthur Andersen would be re- 
lieved of bis management ruponsibilties. 

At least two people in the room that 
quetioned Liy’s judgment One was 
^nakl Roskens, then the president of the 
UoivereiO' of Nebraska, who would leave 
the board two years later to join the govern- 
ment. The other was Cbrolyn Kee, from 
Arthur Andcreen. “When we walked out of 
the room, Carolyn Kee turned to me and 
said, *1 am Just sick about this,”' one audi- 
tor remembered. Kee was concerned about 
the lack of internal controls and would 
spend months dealing with the follout from 
future shareholder suits and the S,E.C. irv- 
quiry. ^^hin three years she left Enron and 
is now in private praoice in Arkansas. 

For the Enron auditors, the Apid board 
uieetmg was prophetic. “It was obvious to 
us and to A^ur Andersen that [Borget 
and Mastroeni) had opened fhudulm bank 
accounts, and we felt that th^ were going 


"You don't know me," Geconi 
said to Codie. "I'm a friend 
Hlk) wants to tell you what's 
really going on at Enron." 
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one old me. mad the r^ott 
and he read his budget, and estimated how 
much they made and if th^ were itred 
what he could lose. ... My conclusion was 
that this is a guy who puts earnings before 
scruples, iKhe? than reacting ® the dishoa- 
esty ri^t in from of him.” 

D oes th^ establish a pattern of freud?, 
f asked Herb Perry, a question I had 
often asked Jan Awry, “It is ccruinly 
the indicator that there is signiftcanc collu* 
sion between the oecutives at Enron and 
the senior people at Arthur Andersen. Thqt 
H«« willing to tolerate sraproprietics.'" 

Lay^ disignazed wa^dog was dsl^«d 
in geoing to \^halla in 19S7, and soon Sor- 
get and Mastroent had spurt out ofconvci. 
They bet tong on oil as the prices dropped 
and shorted when the pri«s rose. Sorget 
called Houston and said, ‘There is going to 
be a huge loss. About a billion dollars.’' 

! asked one audkor w^at it was like 
amurtd Sums whs; that starring ft^re 
vss reveafed. "Bad." he tail. "Ws wee ait 
concerned because we thou^i that som^ 
one would be made a scapegoat.’* Accord- 
ing to the auditor; the m-house lawyer Gary 
OrlolT asked for the files. ‘Thqi came to us 
and said, 'We want all of your flies. Vfo 
want everything. . . . Kinder was the chief 
opersimg oflrcer and ... OrltslT seemed to 
be pioreeting Lay in this thing.” When Jan 

Avery went to work at Enron, she could 


siiia^ Q»e i^swfi that the fries on Enron 
03 ^ tz^ so iwd to Snd had vanished 
six years eatSer. 

By the aimuna of !9S7, federal prosecu- 
tors is New \bik woiking under then U.S. 
attorney Rudolf CiuGani had deteeaed the 
crime. The prosecutor who ran the case, 
James Coa^, row has Giuliaitib former 
L^s ina^^ to ^wrate wttlun the strict 
nifes ^ corporate ptoprie^ had left hb 
Compaq to coiiapse. What had started 
as “an expensive ernbamssment” had be- 
come hetculeaft. had had to dispatch an 
Enron team, led by M3e Muckferoy, front 
Enron Oil Trade & Trassportatior. to ui>- 
wmd isar^ of the deals. Mudderey was able 
to tedutt the loss toSISS mntbn, a figure 
closer to the number Jan Avery first saw. 

In September 1993t the year Jan Avery 
went to work for Enirat, Ferry learned (hat 
Arthur Andersen would be taking over ail 
^Ennm’s auditing functions at the end of 
that year. The company said it was a cost- 
saving measure, but Pe^ bcKeva that the 
real significance of the change was that 
intental mvestigation of oft^hore partsei^ 
ships and offbaiancMheet pannenhipi were 


One Enron executive watching 
on TV said, "Now Jeff will 
soy, 1 don't recoil,'" and 27 times 
Skilling did not disappoint him. 


d^sde. Executives still woriifng st the cor- 
porate headquarters itt Hoarton watched 
him on telcvisioa. One of them recalls 
hearing Andrew Fastow on any number of, 
occasions mention his conversations with 
Skilling about the ofT-the-books partner- 
ships SldOiitg was new telling congrcs 
he taew very liafe about. Earlier tha: 
Skilling had s^ with cold ^es artd an cic 
smirk on his fece and told the committee. 
"1 was not aware of any financing arrangt- 
menu designed to conceal babilities or in- 
flate profitabOit)', ... I did not believe that 
the company was in any imminent finan- 
cial peril.” At that, several financial officers 
screamed at the set, ‘'Bullshit''* One kept 
^ing during Skiifef’s testimony, ‘‘Now 
Jeff will say, ‘I don’t ftcaH,'" and 27 times 
Sfolling did not disappoint him. These En- 
ron aecutives, who had cheered Skilling 
when he was named C.E.O., now studied 
him on the screen with contempt. 

Congressman Ed Mark^ of Massachu- 
setts. who bad been the chairman of the 
House {dscommsmcat^is^nd-financs sub- 
comnutree that investigarad Mshael M&sn 
io the 1980s, said of Jeff Skilling. “He tes- 
tified like he was a guest 
on /Ve Got a Secret. He 
was treating Congress 
I like he had treated his 
thaMholders.” 




tto longer pursued. The new 
Arthur Andersen model, 
ry was told, would be used 
as an eumplax for lh< rest of 
the iudusiry. Perry remaitred 
on assignment for Enron Oil 
A Gas, a subsidiary of En- 
ron wdiieh had gone public 
and had a separate account- 
ing staff. 

O n Fftruary 8, a week 
before Howes went to 
New Orleans, Jeff Skit- 
ling appeared before the 
House atcTEy-and-corrunerce 
owrsigiit subcommittee, one 
^ a drsen government pan- 
els investigating the Enron 

ZSItO KECALL 
JefItiiySminptokasthf os(h 

le M the ttuik «( e hewing 

of th» Hevi* •nMgy-end- 
esnwntre* ix o rt i g i u 
subeaenniHM in 'Mnlungren. 
IkC, «n February 7. 2002. 


I S Louisiana, He^ Iter- 
ry spent Valentin 
Day in his La-Z-Bw 
armchair watching Sher- 
ron Watkins testify before 
Congies. After the crinv 
inwsbgation of Borget and 
'’Mastroem bei»n. Perry had armed ever a 
ccr^ of bis S%lhaBa file to his boss, David 
What happened to Perry's 50 car- 
tons of documents about Enioift deafings 
ever the years? “1 shredded those," he said. 
“I did not want to carry them around, and 
I eertaisly did not want to be dragged into 
legal issues with Arthur Anderaeft.*' Wdeh- 
ing Vlbtkias in front of fte e o mn u t fe e. Perry 
was at first i mpr es sed w3H her stoSd toanner 
and muted outrage, but he began to revise 
his opinion as VAtkiiu roused about fCen 
Lay's personal culpabUify. VAtkins described 
a reoment where she had tried to etpialn 
(be cascade of paitnetehip accounting feiv- 
lasies to Lay. “He did nM seem to under* 
stand,” she said. Sitting with his wife and 
his dog. perry lau^d out loud. “I said a 
lot of language I can’t repeat,’’ he told me. 
He said he was R^fied that an intellipit 
woman could have made such an assertion 
without fully understanding the histoiy of 
thecompany. I asked iftny what he thought 
when Watkins asserted. “Mr. Lay was 
duped.” He lathed. "Ksn duped? 

I gae« now you know betfet don’t ^?" O 
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TO: 

Enron general file (re; .Accounting Issuesi 


FROM: 

Max Hendrick. Ill 


DATE: 

Ociober 22 , 2001 


RE; 

Telephone Interv iew with Jeffrey McMahon on October 1 S. 2001 



On Octoter 1 8. 200 1 , Joe Diig and the author intervievk-ed Jeffrey McNiahon (''McMahon")by 
telephone. McMahon had previously been interviewed in connection with the investigation into the 
allegations contained in an anonymous letter and suppiemernal materials authored by Sherron 
Watkins. The supplemental interview was occasioned because of information relayed by Steve Kean 
("Kean”) to the effect that McMahon had made several statements regarding the LJM transactions 
that seemed inconsistent with statements he had previously made in his interview. The focus of the 
supplemental telephone inieiview was to clanf>' those points on which there was potential 
inconsistency. 

Leaving the Office of Treasurer under Duress 

McMahon initially stated that his comments to Kean were made immediately after learning 
Enron had been sued in a derivative lawsuit regarding the LJM iransaciions. He wanted Kean to 
know that there were certain areas of concern that w'ould, no doubt, come under scrutiny as a result 
of the lawsuit or fimher legal or SEC inquiry. 

By way of history, McMahon stated that he had approached Andy Fasiow ("Fastow") many 
limes about how the LJM issue was being treated. Fastow was wearing wo hats but still in charge 
of and superior to people negotiating for Enron. Employees subordinate to Fastow were charged 
with responsibility for working on LJM matters; Enron and LJM were operating out of the same 
space. Reference to Fastow's ownership in LJM was used as a subtle stick ir. negotiations against 
Enron. All of these factors (previously discussed in the initial imeniew) contributed to McMahon's 
view that there was a conflict of interest. 

Fastow never addressed these problems, whereupon McMahon felt compelled to discuss the 
issues with Jeffrey Skilling ("Skilling"), Enron's then President and Chief Operations Officer. 
McMahon advised Skilling that there were major conflicts of interest, but that those conflicts could 
be resolvtti. The people involved in the LJM conflicts were not responding well, and it was a 
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stressiill situation. McMahon did not present ati uliimamm to Skilling (he \oiunieerec iha: 
presenting ultimarums was not the way one could deal successfuiiy with Skilling). He s;mr;;- 
presented the fact that he could not compromise his position in light of the existing cnn'nc: cf 
interest. Either some changes had to be made to resolve the conflict of interest or Skiliin: r.eeoec 
^to End McMahon 2 new position. Several weeks iaierSkiliing encouraged McMahon :o ia.Ke me 
wfih Enron Nerworks. but Skiiline did not link this to the conflict of snieres: v. ::h L.’M 

McMahon believes that there are loisofpeople who know about his p-ositicn and con-.rlam.is 
about the conflict of interest. There may be a general perception that McMahon was ' lorced oui" 
of the Treasurer's position as a result of this, and McMahon thought that Kean should be aw are of 
this potential problem. 

Pressure on Enron’s Bankers to Invest in LJM 

McMahon believes that a lot of the adverse publicity may be coming from bankers who 
believe they were pressured to invest in LJM. Several bankers came to McMahon and inquired 
whether an investment in LJM gets them an inside position for Enron business. McMahon 
consistently responded, "Not as far as I'm concerned." At later points in time, at least tw'o bankers 
came to McMahon and said that they were promised business in rum for their investment in LJM. 

McMahon recounted that First Union Bank's Paul Riddle called and complained about not 
getting a bond deal. He stated that be was promised the next bond deal for investing in LJM. 
McMahon’s response was to the effect. "Not by me. you're talking to the wTong guy." 

Merrill Lynch (no name given) commented, notbyw-ay of sour grapes, but simply as fact that 
it was fell linkage existed between investment in LJM and Enron business, 

Deutsche Bank did not invest in UM, but thought there was a linkage and felt it was 
improper. 

Chase Bank felt there was a linkage between an investment in LJM and Enron business. 

McMahon made clear that he had no first-hand knowledge - he wzts not present when any 
pressure was put on a bank to invest in LJM. He is concerned, however, how' other Enron officers 
may have to testify on this subject. McMahon ideniified the following Enron employees as having 
had discussions with banks and who can comment more directly on the possibility of pressure being 

put on them to invest in LJM: Ben Giisan, Tim Despain. Brown, Ray Bow'en and Kelly 

Boots. 


After he left the Treasurer position, McMahon never saw anything fishy about the way bank 
business was given out, but he was totally out of the loop. While he was Treasurer, he never saw 
anything about giving business to banks that he thought w'as improper or he would have "pulled the 
red chain." 
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Buv-out of Michag} Kog^ers' gouitv in JKDUI 

McNiahon recounied ihai when Caipers was bought out as sm equin c^x'ner ir. 

Michael Koppsrs ("Koppers"). an Enron employee who worked for Fastow, wa? u>ec .. 
replacement cquit>' owner. The JHDM structure administrative rurder.scme and 
thought the equity (then owned by Kopper^l should be bough: c-u:. Heur.ders-.ood that Korrcr-' 
invested approximately $100,000 a year before. He discussed ihepcssibie bu^-out ’^v-.-.h ar.c 

felt Koppers could easily be bought out at a modest profit. Fastcw ssid that he h.-rd-e 

negotiations with Koppers. 

There was acmally a formula built into the JEDI investmem vvhercby Enron couid effect the 
buy-out. Going by the formula, Koppers would be entitled to approximately $22 mill ion. McMahon 
felt like Koppers should not even get SI million. As McMahon understands it. Koppers was ic' ce: 
$10-12 million as a result of the final negotiations. McMahon’s discussions with Fastow on this 
subject were in January-February of 2000, shortly before he left as Treasurer, He thinks the deal did 
not close until early 2001. 

McMahon's concern about this buy-out of Koppers in JEDI-1 was based on rumors that 
Koppers used the money from JEDI-1 to buy out Fastow’s position in LJM. Many people assume 
that this was the case, but McMahon again has no personal knowledge. He thinks the same financial 
executives named above plus Kevin Howard would either have knowledge or a view of this 
situation. 

Pressure on Enron ReoresenTatives Negotiating with LJM 

McMahon believes that the lawsuits and related inquiries are going to look for all leakage 
out of Enron to LJM. People who negotiated for Enron against LJM will probably testify that they 
felt pressure. One example, which he gave in his prior interview, was Doug McDonald negotiating 
on behalf of Enron against Koppers. McMahon was at home, received a call from Fastow, who 
complained about McDonald negotiating too hard. As it turned out, Fasiowhad the facts wrong and 
ultimately backed off. 

McMahon has no personal knowledge of deals that w'cre against Enron’s: interest or well- 
being, but he is concerned about this subject. He gave the following names of individuals and 
situations that mdicaie-ihat they may be the source of information unfavorable to Enron's position 
in this regard: 

Ke^’in How-ard - a good person to talk to about pressure exerted on Enron professionals 

negotiating against LJM; 

Rav Bowen - luiothcr guy who got chewed out for negative comments about the LJM 

situation; 

ClifTBaxter - fiequently in Skilling's office complaining about LJM and Fasiow’s conflict 

of imciest; 
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Ken Rice - same siorv: 

Paul Chivens - an ex-Enron London guy now with Credit Agricole in Paris: and 
Mike Jaksbic - hired by McMahon lo set up a private equity fund. McMahon ^va^:ed c 
iriendiy source of capital to do deals. By the time Jakcbic arrived for ''^ crk. Fasiov' r.jd 
up LJM, which was exactly the same concept. Jakgbic felt that F 25 io\‘' sioie r.:s cor.ccn 
He is now the relationship person for Enron with Deutsche Bank. 

As a final' note. McMahwi stated that- the Bloomberg reiease-has hois of '..nfomia-.jon 
concerning the derivative lawsuit filed against Enron. 


MHIil 


c; Joseph C. Dilg 

Houston 690086.1 
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and Co«r>o*f‘-:i3; 
Ancrnr'-Ciifn! PriMifsr 
Anorne;* Proau,'; 


M E M O R A N D I M 


TO: Hnion Corp. File 

FROM: Max Hendrick. Ill 

DATE: Sepiembsr T, 2001 

RE: imen'iew u-ith Jeiirey McMahon, August 30, 2001 


On Thursday, .August 30, 2001. Joe DUg and the author Interviewed Jeffrey' Mc.Mahon 
("McMahon”), President and ChiefExecutivc Officer of Enron industrial Markets ("EIM"). to obtain 
information relevant to an employee’s inquiry regarding the propriety of the Raptor and 
Condor/'^'hitewing structures. 

McMahon was in Enron's London office as Chief Financial Officer of Enron Europe until 
mid-1998. From mid* 1998 until March 2000. McMahon w-as Treasurer of Enron Corp., reponing 
to .Andy Fastow ("Fastow”). Enron’s Chief Financial Officer. In March 2000, McMahon moved to 
a business position v.*ith Enron Nerworks which later ev'olved into EIM. 

^Tien McMahon came on as Treasurer in mid*l 99S, the NishiHawk structure, a predecessor 
to Condor/'WWtev.'ing was already in place. Condor.AVhiicwing was set up after he came, as a 
structured finance project and was managed by Michael Kopper ("Kopper"), who reported directly 
to Fasiow. .Although, McMahon had no direct responsibility for or involvement in Condor/ 
Whilewing, he understood it was set up as a temporary holding facility for assets Enron wanted to 
sell. Condor/Whiiewing was capitalized, bought assets that Enron wanted to sell: then 
Condor/Whiicwing would sell off the assets either individually or in packages as time and 
circumstances allowed. 

Both LJMl and LJM2 were set up during McMahon’s tenure as Treasurer, but he was not 
familiar with the exact strocrute. He knew that Fastow would be the general partner of the entity. 
Although he tried to find out who the investors were, and felt he should know about them because 
his job was dealing with banks with whom Enron transacts business, he was never told who the 
mvestors were. LJM was likewise handled as a special project by Kopper. The Raptor vehicles 
carac along after McMahon left as Treasurer, although he understood that Raptor was a vehicle 
established so that Enron could protect the value of certain of its merchant assets. 

McMahon does not recall reasons being given for the secrecy or confidentiality of LJM, 
although it was perhaps because he never asked. The widely held perception was that LJM presented 
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an inhersm conflict. McMahon was vocal x^iihrMiow and Skilling on this pcint. His issue u-as -r: 
with the fairness or valuation ofiransactionstha; wtrepiaced inLJM but raunerLhe potennai err.:',;:-, 
of interest. 

McMahon expiained that the conflict arose because entrioi-ees u-ncer r.:? surer. 
nesotiated on Enron’s behalf with oLher Enron empioyees representing L.'.''". or. t.ne •. c:ue r: asset > 
to be sold. Enron employees he supen-ised were instructed to get tne res: ceai :‘c: Erurn; ne 
assumes that those acting for LJM were simitariy inr.ructed to get me rest oeai ;‘r: L.’N! Tne 
perception to empio>tts he supervised was that when Fasiow got involved, the gu> s ne rrttctinp tor 
Enron might shrink from their expected vigorous negotiations. Fasiow. aher a;i. .~.ad tne fr.ai sa^ 
on their evaluations for saian’ and bonus purposes. 

McMahon and Fasiow went round and round on this issue. McMahon thought there was a 
conflict and thought it needed to be fixed. He proposed several options that would a^•oid or lessen 
the conflict: 

(1 ) Fasiow could resign from LJM (McMahon did not view this as a realistic alternative 
because he did not think Fastow would voluntarily resign); 

(2) Fastow could remove himself from the evaluation process for salaries and bonuses 
of those Enron employees other than McMahon representing Enron in negotiations 
with LJM {i.e.. let McMahon deal with the conflict): 

(u’l Enron and LJM could be separaied by (a) eliminating, diuLempioyees and (b) 
establishing separate office space for LJM. 

Fasiow never acted to implement any of these options (to which McMahon anributes no bad 
motive or intent), so he discussed the conflict with Jeffrey Skilling (’‘Skilling") to the effect that the 
conflict needs to be fixed or McMahon should be moved. This discussion took place in the 
February-March 2000 time frame and Skilling said that he would look into it. 

Coincidentally. McMahon was being recruited by Greg V^Tialley lo join Enron Networks in 
a business position. While in the process of making his decision on this possible move. Skilling 
encouraged him to take the new job. emphasizing that it was Enron's core business and his talents 
were needed. McMahon did so and commemed that it was the best move he ever made. Enron 
Networks uiiimaieiy developed into EIM. 

McMahon is confident that the conflict issue, as he viewed it. was brought to the attention 
of Skilling because he discussed it with him personally. He doubts that Ken Lay was aware of this 
specific conflict that was his concern. 

Although McMahon said he was unaware of Fasiow intcrvening'directly in the negotiations 
berween Enron and LJM,- he cited one situation in which Doug Mc& dweh ("McDowell") was 
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negotiating from Enron's s'^dpoini Kopper on a deal near ycar'cnd 1 99 ^- Fasiov' 
McMahon a: home and complained that McDoweii v.’zs nesonating too hare and :ha: ;n?} jr.ru.c 
get the deal done. As it turned out, there v.-as a corrjnunicaiions probiem and Fasto''- d:d r.r; .".a'. ;• 
the right information about the deal terms. Tne deal iaie: consummaiec :n :2\ c: c:' tr.e rr:r-.:f 
being argued by McDowell. McMahon has no examples of a deal havtr.c beer. srrucK :ha: vva< ur.;a:' 
to Enron. His concern was that the Enron eu>-s may not be negorartre ire srre ws) ire-. ur-,r 
have with a truly independent third pamr 

McMahon stated that the appro\*aI procedure was put in piace after he .ef; as Treasure: He 
believes that this was sianed as a result ofone of his complaints. He was aware thaiRje^ S'u>. R;s^ 
Managcmcni Manager, and Rick Caiuscy. Chief .Accounting Officer, are parr of th^2pp^o^■a. p.veesi 
He noted that Rick Buy would be an intcresimg person to talk to. because he 'eeiievei ;ha: ire 
approval procedure shined the conflicts issue from the Treasurer to Buy. 

McMahon emp'nasi2ed he had no problem v.'ithFasiow’smoiiveor intent in the LJ.M vehicie 
His issue was the inherent conflict in appearance only. Tne impact of this conlTict was on the junior 
people negotiating for Enron under those circumstances. 

McMahon commented that a lot of transactions that were done with LJM were highh' 
beneficial to Enron. Without this form of friendly eqiiir>' vehicle, a lot of these deals would not haN-e 
gotten done. 

Since becoming CEO of EIM. McMahon has had no dealings with LJM or the Raptor 
vehicles. Tnose vehicles were used to monetize assets or protect the value of assets and EIM has no 
assets that require those services. 

McMahon also pointed out that the anonymous lencr addressed accounting issues, and that 
accounting issues have never been the subject of his concern. He was not involved with and is not 
competent in those areas of accounting issues and is funher confident that Causey and .Arthur 
.Andersen & Co. make sure that things are done properly. 

McMahon viewed the individual who wToie the anonymous lener to have a concern about 
how'thc struciure/transactions with LJM would stand up to public scrutiny. He personally thinks not 
very well, although he is confident that everynhing was done in a technically correct way. 

If the conflict issues were cured. McMahon believes it was good to have a friendly equity 
investor available. Fasiow simply did not need to be the general panner. 

As Treasmr, McMahon received inquiries ffom bartkers about whether continued banking 
relationships with Enron were dependent on investing in LJM. McMahon believes that Fasiow 
solicited the ten or so key banks with which Enron did business to be investors in LJM, and 
McMahon heard from at least h<df of them. This possibly presented another area of conflict. Fasiow 
had the final say on barJc selections; some he picked alone on special -projects, but most requests 
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would be onginaied by ihe Treasurer. McMahon consisienlly informed the barJes tha: there -v- 
iinkace beru-een Enron banking business and investments in LJM. 

McMahon agrees that the anonymous icner raises no new ir.rcrmanor. As he walks :n:r _c-. 
the lencr. he cannot believe that the accounting is not absoiu:ei> pertec: I: has oeer. cc:e:_l •• 
reviewed. 


During the course of me interview, McMahon indicated that persor. w.-.o wrote t.he 
anonymous letter came to visit him directly, so he is aware of the person’s icer.tip He ^e;:e^ es 
some information she provided may ha\’e overstated or misstated the nature of his ccr.cems. as 
concerns w-ere not related to accounting issues. 


c; Joseph C. Dilg 

Kousiori 6^216.1 


.4. 
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PriMirjra ind Connccmia: 
Ancrnf'-Clifni Prtvnfc? 
Attornr;* \^ork Procuc: 

M E M O R A N D I' M 


TO: Enron Corp. File 

FROM: Max Hendiick. Ill 

DATE: Sepiembe: IS, 2001 

RE: Iniei^ iew wih Sherron Waikins, September 10. 2001 


^ September 10. _001. Joe Dils and the author inteniewcd Sherron W atkins 

("W'atktns"! to obtain information relevant to the inquiries contained in her anonymous letter to Ken 
Lay regarding the propriety of the Condor/Whiteuinc and Raptor structures. The intervieis was 
somewhat disjointed because it was felt benerto let Watkins discuss issues she wanted to address 
imtially before questioning in any particular areas. As a result, the following memorandum, which 
attempts to track the general flow of discussion, is repetitious in cenain areas. 

By way of her personal employment background. W-atkins advised that she spent ciEhi vears 
with .Arthur .Andersen L.L.P. (’ .AA”). nve in the audit department in Houston lauditing primarily 
energy clients) and three in the New' York office in litigation support. She then spent three years 
wth MG Trade Finance in New York City before returning to Houston and joining Enron Corp. 
("Enron") in October, 1 993. She took a job working for Andy Fastow ("Fastow") (apparently in the 
corporate finance area) and was a manager for the JEDl, Cactus and related projects. During the 
three^year period in that position, she reported variously to Fastow and/or Rick Causey. Over the 
next .'-4 years. Watkins apparently had several different positions with Enron's materials and metals 
operations and Enron International, She joined Enron Broadband in early 2000 but left in the spring 
of 200 1 as a result of the downsize movement. In the spring of 2001 . she was considering positions 
in corporate relations or again working for Fastow-. She took the position working for Fastow. and 
in June, 2001. commenced a project of listing and gathering information on assets Enron may want 
to consider selling off. Watkins current business card indicates she is Vice President, Corporate 
Development. 

Watkins stated that her concern about the Condor and Raptor vehicles arose during the 
process of her listing of various assets that Enron may want to consider selling. She noted the 
following panicular assets sold to Raptor on which a theoretical gain or revenues were reflected: 
NewPower Co., AVICI, and Hanover. She notes that these assets are all hedeed in an investment 
vehicle in which LJM is an equity participant, but LJM has pulled out approximately S39 million, 
constituting more than its equity contribution. The Raptor entities owe Enron approximately S700 
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million, bui those entities have no abiUt>‘ to pay Enron back and LJM has no obiicatior. to ru: jo 
additional equin-. 


Watkins understands that, because ofvalueapnrtciaiionir. Enron stocit neid :n another en;;r- . 
it was used to suppon these Raptor invesimenis with LJM. She noted a nrogresst^e aoo:es5;\ enes.- 
in Enron s accounting practices, beginning in 1996 w-hen Enron began ns —.ar.s to ma:.<et e-. a:jat;o-. 
.^t first these were less aggressive, but by 1998-1999. Enron began pushing me eege 

Watkins' concern is that the Raptor iransaciioRS look bad. Each of Lie aforementioned troee 
in\'esimenis were pegged at their peak. No truly independent third pan>' would h 2 \ e bougnt tnese 
assets at their then market value. .-Mthough Raptor provided a vehicle for Enron to hedge against 
declines in those values. Raptor couldn’t hedge. Watkins' point is that in the Raptor transactions \ 0 'j 
can't find an equity or debt investor who will uliimaiely have to pay Eruon back. Watkins 
commented that the initial bad appearance got even worse. Both the Enron stock values and the asset 
value of the assets in Raptor went dow-n. In the first quaner of 2001. the Raptor vehicles had to be 
enhanced to avoid a write-down. In looking at the overall value of the credit, the Raptor %'ehicles 
simply had to be enhanced. 

Watkins likewise commented on the inherent conflict of interest of Fasiow being the 
managing partner of LJM. In fact, JeffMcMahon (“McMahon") told Jeff Skilling ("Skilling") of five 
options that were needed to fix the conflict in order for McMahon to stay on as Treasurer 6f Enron. 
Three days later, without addressing the five points. Skilling offered McMahon a position ih^nron 
Nerworks. a new' stan-up business. She thinks it is highly unusual for a person to go irom Treasurer 
to the business head of a sian-up business. She viewed this as coercion and intimidation. 

Watkins stated that she was upset by the situation she found in the Condor and Raptor 
structures. She decided to leave the company and thought she would tell Skilling all that she had 
found wrong on her last day of work. But Skilling announced his resignation and departed 
immediately. Accordingly, she put her concerns in the anonymous Icner in advance of the Enron 
employes meeting to express her concerns to Ken Lay. 

Another aspect of the inherent conflict in interest, according to Watkins, w-as Fasiow in effecl 
blackmailing banks to become investors in LJM. She stated that she had ifiends/acquaintances who 
worked for Cllhase. Bank of America and CrediiSuisse First Boston who had told her as much during 
cocktail conversations. 

Watkins stated that she had studied the Waste Management accounting problems. Waste 
Management had depreciated a landfill on a more aggressive schedule than was permitted by the 
SEC. In that context - which did not seem so bad to her - Waste Manaecmeni e.xecuiives and board 
of directors were removed; they were required to return bonuses and the company had to pay 
tremendous fines. She viewed Enron's actions as being much more horrific. 
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Watkins poinied out that Rick Buy's group, which was rcsponsibic for assuring the Rartor 
entities were crediTwonhy, put together %'arious infonnation which was shared with her. R;ck 3u> 
his group did not get involved in accounting issues and irom their s'ondpoint. ail the}- couic or 
was push on ihs credinvonhiness issue. She views some of the maienals out ofRick 3u>' 5 g:c;:r 
10 be "smoking guns" if ever Lhey feli into the hands of the wrcr.r rar.ies. 

W'atkins also identified Enron's activities in Emcnairuneni on Demand, a FAS! 25 
transaction, a total return swap with a banL as a transaction that will come back to haun: Enron. 

On several occasions V.aikjns mentioned that she fell Enron had no choice bu: to restate its 
financial statements and take its lumps. Skilling's depamiic has brought addiiiena! anennor. to 
Enron and its accounting practices, and she feels that the Condor and Raptor transactions w.l! 
become public knowledge . Watkins has no information, however, that there was an> causa; 
relationship between these vehicles and Skilling's departure. 

Watkins feels that effons to enhance the Raptor vehicles again on Ren Lay’s watch vt.-ould 
come back ic haunt him. She is concerned about this because of her understanding of a S250 million 
fix that will need -to be made during the thirdquaner of 2001. Potential pubiicin’ may come from 
100-200 employees who have been "redeployed'' from Enron. She believes there is a risk of these 
employees providing information mjoumalists, analysis and authorities. 

To reiterate her point that the Raptor transaction does not look good, she expressed concern 
about what a good plaintiffs lawyer could do with the facts of locking in of asset values at their 
highest poinu expert witness testimony that this value is unrealistic and no one would pay that much, 
a loss of S700 rriillion which no one has to pay and which Enron shareholders will have to absorb 
through dilution of their shares. Watkins stated that if the Raptor transactions are not arms length 
transactions, they have to be accounted for differemiy. She also points out that on a disclosure issue, 
Wall Street Journal anicles and others are already writing stories about Enron's unclear financials. 

Watkins admitted that she had not seen the legal documents on the Raptor transaction. She 
does not know how the deals were negotiated as to value for the AVICI. Hanover and NewPower 
assets. Her point, nevertheless, is that in hindsight, it looks bad. 

On sev’cral occasions, W'atkins pointed out possible sources of corroboration for her concern 
about Enron's accounting practices. She referenced an employee survey that was done in advance 
of the senior management retreat held September 6-7, 2001. which was summarized for Ren Lay's 
benefit and use by Cindy Olsen. Watkins heard tw'o Enron employees - Jeff Donaghey. a managing 
director on the cultural committee, and Tim Dcuniring, also a managing director - state, in effect, 
that questions regarding accounting issues were not reflected in that summary. W'atkins did not 
know how many people commented on accounting issues, but felt that a legal assistant could plow 
through the surveys and make a determination. Watkins also identified people in Rick Buy's group 
as being sufficicniiy removed and knowledgeable about the accounting problems. These included 
Vince Kaminsld, Rudi Zipier and Ding Yuan. 
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Iiisofar as the references in her atom-moiJS lener lo the unwinding in 2002-2003. Watkins 
stated her understanding that Condor has debt coming due in 2003. or otherwise has a time period 
by w'hich Enron has to do something about that vehicle. 'Insofar as Raptor, she understands that the 
derivative contracts must besenied in 2002. At that point something will have to be done to Enron s 
accounting. 

asked if she had specific instances in the Condor vehicles that the accounting was 
handled contrary to accounting rules or literaiure, Watkins' response was simpri' that the transaction . 
would not play well in court. .Although the asset was purponedly sold b>' Enron to Condor. Enron's 
business units are still managing the asset. Enron booked cash flow on the sale of the asset but is 
still running it. She acknowledged, how-even that Condor was a cash flow and off-balance sheet looL 
and not an earnings management tool, 

Watkins points out that the mere fact that Fastow has sold his interest in LJM ma\' help cure 
the inherent conflict of interest, but it does not cure the problem of dealing wdih a "friend of Enron." 
Dealing with any friend of Enron raises two issues: 

• No one will do transactions ofthis kind unless they know that payment will be made 
by Enron stock or they will otherwise be made whole; 

• The issue is not just valuation at the time; the ongoing value of assets placed in 
Raptor is an important factor. 

Watkins’ understanding of the first quarter of 2001 enhancement of Raptor with Enron stock 
was that it was done so Raptor's credit would not be restricted. Something had to be done to avoid 
credit write-downs. She thitdts this looks bad from a possible "coverup" expose, but she is not sure 
how' the enhancement was accomplished. She thinks it is one thing to have the Raptor transactions 
in the first place, but worse to erthance Raptor with Enron stock after the Raptor asset value declines. 
In the third quarter she understands S250 million credit deficiency will exist in Raptor. She thinks 
there will be another effort to enhance Raptor but that Ken Lay will be making a mistake to do it. 

The comments in Watkins' lener about executives selling Enron stock at high prices is not 
related to her concerns about the Condor and Raptor structures. It is just another bad circumstance 
that will not play well in court. She does not have any facts linking these stock sales to the 
Condor/Raptor mansactions. 

Watkins does not necessarily know how UM got its money out of the Raptor transactions. 
In her lener, she referred to a cash fee but all she knows is that LJM has received distributions that 
more than repaid its initial invesiment in the Raptor transictions. 

The S250 million third quarter problem is known to her through casual conversations. She 
has had a number of conversations with representatives of Enron Global Markets who have 
innocently told her the information about Raptor and the S250 mtllioa problem;'' 
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Waikins believes that AA has mi been keptOTm informaiion relating to the Condor Rapier 
transactions. She thinks that has lei ihe transactions go too far and that AA is as "guiJt> " as 
Enron. She also points out that Enron is AA's largest customer world wide. 

Watkins thinks that taking assets placed in Raptor at the highest marks: vziuz was m.srei> a 
coincidence; she has no indication that there was any backdating to achieve high m.arke; vsiue :br 
these asseis- 

Watkins explained the evolution of the various papers she had made available lo Ken Ls) . 
She initially wrote the anonymous letter. She then advised Cindy Olsen that she was the iener wriier 
and wished lo speak to Ken Lay. She was provided a copy of Rick Catisey ‘s e-mail addressing one 
of her concerns. She thinks that it is far too simplistic to respond that the coniineeni shares are 
included in the calculation of fully diluted tamings per share. She then wrote additional 
explanations of her points, and finally made an outline of topics she wished to discuss with Ken Lay, 
The last item was prepared after her discussion with McMahon, who suggested she needed to be 
organized and use her 30 minmes with Ken Lay wisely if the objective was get Jim Derrick to look 
at the issue clo^r. 

Questions about Enron's accounting practices are not limited to Condor and Raptor. Watkins 
knows that Jeff Donaghey thinks that the sale of the MTE plant to EOTT on a mark to market basis 
is questionable. He did not like the mark to market treatment. 

Waikins stated she w’as trying to give Ken Lay the impression that she was not a voice in the 
wdldemcss and that other employees were very concerned about this issue. She believes that a 
review of the employee survey w’ould support her position in this regard. 

Waikins suggested that Cliff Baxter and Jeff Donaghey would be good additional people to 
talk to regarding her criticism of accounting practices in the Condor/Raptor vehicles. 

Insofar as determining how valuation was determined in the Raptor transactions, Watkins 
identified Vince Kaminski as a good person to talk to. She does not know- exactly howthc valuation 
matters were negotiated. 

Watkins pointed out that it would also be usefijl to look a: what happens in 2002 and 2003. 
Enron can't write off its Raptor investmeni because it would admit that it was not dealing with a real 
entity in arm’s length transactions. She thinks Enron has to restate its financials and take its lumps. 


c: Joseph C. Dilg 

Houston «t29SO.I 
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M E M O R A N D U M 


TO; Enron Corp. File 

FROM: Max Hendnck, Hi 

DATE: August 30. 2001 

RE: Imervievv uiih Jordan H. Mintz, August 24, 2001 


On Friday, August 24. 2001, Joe Dilg and the author interviewed Jordan H. Miniz ("Miniz"). 
Vice President and General Counsel of Enron Global Finance {"EGF") to obtain background 
information reeaniing the Raptor transactions and, more panicularly. the emir>' known as “LJM.” 
Miniz has been Genera! Counsel of EGF for approximawly one year. In that capaciry-. his boss is 
Andy Fastow (’’Fasiow"), Chairman of EGF and Chief Financial Officer of Enron Corp. ("Enron")- 
Mtntz iniiialiy indicated that when he became General Counsel of EGF, he was concerned about 
LJM, not because of any impropriety, bm because of the ugly cosmetics. UM created morale 
problems among senior management within EGF because there was uncertainty as to the fairness of 
the compensation of those participating in UM. 

According to Mintz, the impetus for LJM was created by Enron's acquisition of Portland 
General Electric ("PGE’'). Because that acquisition would make Enron a utility, Enron was forced 
to divest itself of several "Quali^ing Facilities" under cenain federal regulatory' statutes. The idea 
was to fmd a "friend of Enron" which would get a return on its invesiment. w'hich would look to 
Enron to make it whole, and which would be easy for Enron to work wiih in the event Enron wanted 
to reacquire the assets. The structure requires sufTicient third parry equity so that it will not be an 
Enron affiliate for financial accounting purposes. Arthur Andersen & Co. ('‘AA")'s view was that 
3H of the equity must come from the non-afliliaicd pany. Enron also conferred with AA on the 
issue of booking assets on a mark to market basis. According to Mintz, Enron was looking for s 
structure in which to place mark to market assets and assure that any loss on those assets would be 
deferred until their disposition. 

According to Mintz, Fastow created a private invesiment company in which he acted as 
meager of the general panner and various banks participated as limited partners. These banks were 
the same as those who ordinarily did business with Enron. Fastow (or perhaps more properly LJM) 
would earn a management fee based on the total fitnds raised. For instance, if the funds raised 
amounted to S200 miliion, LJM would earn \% in fees regardless of any activities:' Under the 
structure, ihc limited panners would gel the return of their investment and a 30% return on their 
investment. Within the initial LJM fund (which Mintz referred to as "LJMl the full name of which 
is UM Cayman, L.P.), there vwe two deals. One was RhyihmsNct and another was an interest in 
Cuiba, a pipeline project in Argentina (Brazil?). 
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There was later formed an UM2 (LJM2 Co-Investment L.P.). which Miniz described as a 
larger fond with limited partners possibly including Credit Suisse First Boston and CitiBanc. Shr.tz 
indicated that the creation of these funds involved private placement memoranda and disclosure' 
information, and he agreed to collect and provide a package of materials that would include these 
items reflecting information provided to the Hmiied partners of LJM. 

According to Miniz. arierthe formation ofLJNC. the entin- took on a life of ;ts onvt.. rrorr. 
Enron’s standpoint the transactions v-dth UM were iianded with Enron shares of common stock mat 
had built up considerable market value. (Later in the imcrv'iew. Mintz indicated that ins.se shares 
primarily came available with the dismantling of JEDI into which Enron had previously contn ruled 
shares of its common stock. At least some of this stock, once it became available !:om, the 
termination of the JEDI vehicle, was used to fund transactions widi LJM.) According to Minto. there 
was lots of history of the Enron-LIM relationship reflected by Enron board of director resolutions 
and presentations. Deal sheets were also developed that reflected negotiations and appro\ als at 
various stages by appropriate Enron and LJM representatives. 

At one point, Mintz indicated that the LJM vehicle accomplished several things: 

(1) generate funds with which to purchase assets from Enron; 

(2) generate revenues to Enron: 

(3) move Eru'on assets off balance sheet; and 

(4) hedge assets (also characterized as a subset of (1) above). 

LJM was a third party with whom Enron could close deals quickly and could work easily. Mintz 
believes that Jeff Skilling liked the vehicle for that reason and was glad to have it around without 
regard of the personal profit to LJM and Fasiow. To the extent this structure was criticized because 
Enron shares of common stock were used as currency, those shares were always used in caJculating 
Enron's earnings per share on a fully diluted basis (that is, Enron shares commined to iransacrions 
with LJM were included in the denominator in the calculation of Enron’s earnings per share). 

Mintz observed the awkwardness and disftjnctionality that was brought about by the LJM 
structure. Some employees of EGF also had roles with LJM. LJM was operated out of Enron's 
office space, although it was separate space in a separate building. Employees working for LJM 
received their salaries from Enron, but their bonuses were paid by LJM. Enron analysts and 
associates were routinely rotated through LJM. Cenain Enron employees were likewise profiting 
from LJM. For instance, on the RhythmsNci deal, Fastow implied that his personal profit was in the 
SlO-15 million range. At some point, according lo Mintz. Fastow carved out a piece ofhis interest 
in LJM and conveyed it to Michael Koppers, also an Enron employee. Finally, effective July 31, 
2001, Koppers left Enron and Fasiow either sold all ofhis interest in LJM to Koppers. There were 
only TWO transactions between Enron and LJM in the first half of July. 2001 . and the sale of Fastow's 
interest to Koppers was structured so that Fastow would realize no income from LJM transactions 
with Enron during 2001. Under the sale transaction as currently structured, LJM will lease office 
space from Enron in Three Allen Center, but Koppers will retain an office in Enron's premises 
through September, 2001. 
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According to Mlntz. the reUiionship beiu'ccn Enron and LJM was reviewed b>- both the audit 
committee and finance committee of Enron’s boarf of directors. The review is done on a traitsaciicr. 
by transaction basis and there was a discussion of (1) the deal, (2) the purposes, and (31 the benef::s 
to Enron. Mintz does not believe this review process delved into the profits received by Fasio\'. ter 
any other Enron employee) from LJM. 

The deals between EnrcmandLJM, at the-time they were emcrec into, were likewise s:gned 
off by appropriate business personnei, including represcniatiycs from legal (Mintz himself). Risk 
Management (Rick Buy), Enron Accounting (Rick Caus^). among others. .Although .Mintz 
attempted to secure Skilling's signanire to sign off on these deals, he was not able to accomplish this. 

According to Mintz, .A.A would also review deals to assure appropriate accounting treaiment. 
Primarily, AA was looking at the LJM side to make sure the deals had sufficient third parry ecum 
in the party . Mintz indicated that the deals were negotiated and reviewed from the LJM side as well, 
which used Kirkland & Ellis as its counsel and Coopers/Price Waterhouse as its accountants. 

Mintz indicated that a third fund, LJM3, was in die works earlier this year, but the project 
did not go forward. Although Mintz did not so state, the scrapping of LJM3 was apparently done 
about the time it was determined that Fastow should divest himself of all ownership interest in LJM 
entities. 


PossibU Follow Up .Activities 

During the course of the interview described above, Mintz indicated he would provide a 
package of inforraation relaiing^ to LJM- which wiU include, at a minimum, private placement 
memorar»dtan issued by LJM to its investing limited panners. If the package does not contain 
additional information, possible consideration should be given to requesting the following items for 
fiirdier background review. 

(1) ' Resolutions and minutes of the board of directors of Enron Corp., and the audit 

committee and finance committee thereof, with respect to transactions between 
Enron and LJM (this has been provided); 

(2) All written presentations to the Enron board of directors, audit committee or finance 
commince regarding LJM or transactions between Enron and LJM (this has been 
provided in part, but should be confirmed for completeness); and 

(3) All "deal sheets" showing the nature and approval of transactions between Enron and 
LJM (this has not been provided). 


c: JoseptfC. Dilg 

MewfOoiltTM.I 
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TO: Enron Corp. File 

FROM: Max Hendrick, HI 

DATE: August 30, 2001 

RE: Interview with Andrew S. Fastow, August 27, 2001 


On Monday, August 27, 2001, Joe Dilg and the author interviewed .Andy Fasio w ("Fasiow"), 
Chief Financial Officer of Enron Corp. (“Enron") and Chairman of Emon Global Finance ("EGF") 
to obtain information relevant to an employee's inquiry regarding the propriety- of the Raptor and 
Condor/Whitewing structures. 

Fastow expressed some irritation with the implication of the employee's letter referring to the 
Condor/Whitev.ing and Raptor stnicmres, because all transactions were reviewed with the Office 
of the Chairman. This is also true of NightHawk, a predecessor to Condor/Whiteu-ing. These were 
all stock deals (i.e., Enron stock was issued to support the transactions) which required approval of 
the full board of directors. The full board of directors also approved any restructuring of these 
transactions. In addition, Arthur Andersen & Co. ("AA”) reviewed every' transaction under the 
auspices of Rick Causey, Enron’s Chief Accounting Officer. Standard procedure was to review each 
transaction from a technical basis, and AA’s technical specialists (specialists in accounting rules) 
were involved in this process. AA likewise reviewed legal documents utilized in each transaction 
and commented to counsel. Vinson & Elkins ("V&E") also reviewed documents and made 
comments Moreover, the transactions were disclosed. V&E and AA worked diligently on the 
necessary disclosure reports. 

Fasiow noted that the CondorA^Tiiiewing and Raptor strucrures were similar in that they were 
supported by the issuance of Enron stock, but that Raptor was different in that in each of the four 
Raptor transactions. UM provided the equity for the deal. Fastow recused himself from the Enron 
pan of the equation and represented LJM in those transactions. 

The board of directors' approval was of the initial structure of the vehicles 
(Condor/Whilewing and Raptor). The audit comminet of the board of directors performed an annual 
review of all LJM transactions, including the Raptor transactions. 
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Fasiow inicrprcied the employee's letter to have two primar>' implications: 

(1) AA made a mistake \*.-hcn they determined that Enron could book eamir.cs frerr. 
Raptor: and 

(2) There was not full disclosure of ’ite issuance of Enron stock to surpen tnese 
transactions. 

In Fasiow's view, the employee is simply "’second guessing” .AA's deienmnatior. as to the first 
implication and is facnially wrong on the disclosure issue. Fasiow believes that Enron's issuance of 
shares to support these transactions has been fully disclosed in its public filings. 

Fasiow pointed out the primary difference betw'cen the Condor/\^'hiiewing structure and the 
Raptor vehicles is that no earnings are booked by Enron from the Condor/>\''hitewing vehicles. 
These vehicles w'cre intended to accomplish two things: 

( ) ) Move assets and related debt off Enron's balance sheet: and 
(2) Record funds flow when assets are sold by Enron to V^fiitewing. 

Because ^Tiiiewing is an affiliate of Enron, Enron cannot book earnings from it. LJM is not an 
affiliate of Eruon; therefore, Enron can book earnings from the vehicles in w'hich LJM provides the 
equity. 


Fastow speculates that the employee who wtoic the letter would argue something as folIow's: 

• contingent Enron stock associated with Whitewing vehicle was pledged to the Raptor 
entities 

• Enron entered into derivative transactions with Raptor running in Enron’s favor 

• because of the decline in value of the assets placed in the Raptor entities, Enron will 
have to issue more slock to support these transactions, which would ultimately be 
dilutive of the earnings per share of Enron stock. 

in response, Fastow- would argue that Enron had been able to avoid w-rite-downs on its assets 
because of its transaction with Raptor. Assets arc sold to Raptor, Enron gets the benefit of 
derivatives from Raptor, and Enron has the benefit of a buffer on its P&L statement. AA says that 
this situation works perfectly under the accounting rules. Although the structure may be in a gray 
area, it is fully approved by AA and is fully disclosed. 

Fasiow offered the following simplified example of how the Raptor vehicles work: LJM2, 
as a non-Enron affiliated entity, would invest $30 million in a Raptor entity. Enron commined to 
contribute stock (initially dedicated to Whitewing which had excess value) to Raptor in exchange 
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for which Raptor would issue a promissory' note payable to Enron. Enron also took back a special 
limited partnership interest in Raptor. Enron would then enter into a series of deri vatixe transactions 
with Raptor to hedge against a decline in value of the assets. 

For example. Enron might invest in an IPO. Assuming the IPO had a market value oi'SlOO 
million, Enron would then put the asset to Raptor for $ 1 00 million and enter into derivative hedging 
transactions. If the asset declined in value, the value of the derivative would increase. This wouid 
be a wash on Enron's balance sheet. 

There are a number of merchant banking investments that could be placed in a Raptor \ ehic te 
and a number of derivative transactions that could be made as hedges. .An ongoing test w as made 
to assure Raptor's credit-worthiness to support these transactions. At some point in time, the 
derivative transactions would have to settle. 

Insofar as the equity in Raptor, there was a formula providing a return to LJM. (Fastow 
further stated that this formula was reviewed this board of directors, board conunitiees and office 
of the chairman). If cash was left over in Raptor after setilemem of the derivative transactions. LJM 
would get it. Fasiow thinks this was a unique structure which was developed not by himself, but by 
Ben Gilsan. now Treasurer of Enron. 

Assuming the value of all assets contributed to Raptor increased, the following scenario 
would occur: 


• Enron wrote up the value of those assets on its balance sheet 

• Enron would settle its derivative transaction by paying cash to Raptor 

• Cash goes to LJM in payment of its fee pursuant to the formula 

• All excess cash flows back to Enron through its special limited pannership 
interests 

The "train wreck" under this structure (according to the employee who wrote the lener) would 
occur if all contingent stock had to be issued. Assuming that Enron would have to issue new stock 
to fulfill its obligation, it would dilute the earnings per share of Enron stock. The answer, according 
to Fastow, is that all contingent stock that might be needed to satisfy Eruon’s obligations to Raptor 
was included in the earnings per share calculation - thus, no dilution will occur. 

Fastow stated that, on the one hand, he applauded the employee who wrote the letter because 
it takes fortitude to stand up and complain, even on an anonymous basis. He questions the 
employee’s motives, however, because the person is smart enough to know that the structure and all 
transactions within the structure were reviewed by AA and found to be appropriate. [Fastow also 
stated his belief that this employee is acting in conjunction with a person who wants his job.] 

When LJM was first brought up as an entity to provide equity in Raptor (or similar 
transactions), the primary issue discussed w'as the potential "Wall Street Journal risk" - i.e., the bad 
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cosmetics being aired publicly. LJMl was created in June of 1999. li was put logcthei to form a 
non-affiliated third party for Enron to enter into dcri\-^vc transactions to hedge its investment m. 
Rh>thrr.sNei stock. Tne Enron stock contributed to make UM a credit-wonh>- counter piry cam.e 
from "UBS forwards" created several years earlier by Ed' Segnor. Enron snares were issued to L’BS 
and Enron entered into a coniraci to repurchase those shares in the future at a spectfred price. The 
shares held by UBS increased in value and ancr Enron repurchased them, the excess vi;ue was 
pledged to ihe RhythmsNei iransaaion. 

LJMl was capitalized by SI million from Fasiow and S'7.5 million each from two separate 
banks. On its S20 million investment in RhythmsNet. Enron ultimately booked S400 mill on. 

In returning to the "Vv'all Sireei Joutml risk” that was discussed at the ouisei. Fast nv was 
asked why the "fiiend of Enron' was not selected from some totally third party - a Goldmai Sachs 
or other investment banker. According to Fasiow, the reasons were (a) compie.\ir>', (b) speed of 
closing, and (c) confidemiality. By way of example, a bank typically wants to repackage and markei 
products in which it invests, w’hich would jeopardize conftdentiaHty. New deals also cane up 
quickly and banks could not move with the required speed. 

The limited partners in LJMl were two commercial/invesimcnt banks. The limited partners 
in LJM2 included banks, pension ftinds, insurance companies and high net worth individuals; .i total 
of thirty different investors, none with relations to Enron. The LJM limited partnerships were 
marketed as unresiricied deals (i.e.. not limited to Enron transactions). All materials, including 
offering circulars, subscription agreements, etc. were reviewed by AA and V&E. AA nade 
comments to LJM partnership agreement to assure that it was not an affiliaied entity. LJM had its 
own anomeys (Kirkland &. Ellis) and other limited partners had counsel which revieweq and 
commented on the LJM documents. The limited panners were also given extraordinary' rilthts,. 
including the power to remove Fastow as manager of LJM without cause. An advisory comnSitiee 
of limited partners was also established to review transactions. 

LJMl had very little equity ($16 million) and was set up specincaliy for the Rhythm; Net 
deal. LJM 1 actually did a second deal involving a portion of Enron’s investment in the Cuiba Po wer 
Plant project in Brazil which enabled Enron to book future earnings on natural gas supply contr icl. 
Enron sold an $1 1 million dollar interest in the power plant, thereby dropping Enron’s ownershi))io 
below 50%, This nade the plant a deconsolidated asset and would permit Enron to value the ,?as 
supply contract on a mark to market basis. The fuaire income under the gas contract could iheref )rc 
be booked as revenue. 

LJM2 was much larger fund which was closed in early December, 1999, and raised S3 19 
million in equity, 1% from Fastow and the remainder from limited panners. By the end of 19S9, 
seven different transactions occurred berween Enron and LJM2. In total. LJM2 engaged in 114 
transactions, three of which were non-Enron transactions, and four of which ware Raptor structure s. 
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Fastow re-emphasized ihai the LJM vehicle \vas approved on several ieveis. First. LJN u as 
set up v-ith knowledge of the board of directors, its committees, and the office of the chaimar.. 
Second, on a transactional basis, Causey was designated to represent Enron. Cause)' neconate: and 
approved all transactions. Audit comminees of the board of directors were to re\ieN'«- all transact ons 
wnth LJM on an annual basis, and have done so for two years. Scon Senen. General Ccuns: 1 cf 
EGF, prepared Causey for the first review and Jordan Viintz. present!) Genera! Counsel of E 5F. 
propped Causey for the second review. 

insofar as the separateness of LJM and Enron. Fasiow indicated that this took many differ rni 
forms. Each employee of Enron who was also working for LJM v-as covered by a Sen u:es 
Agreement punuant to which, in effect, LJM reimbursed Enron for the cost of that emp!o)ee 
providing services to LJM. Michael Koppers, for instance, had his salary paid by Enron but las 
bonus was paid by LJM. For another employee, Cathy Lynn, LJM reimbursed Enron for her em re 
salary and bonus. UM also had some employees w-ho were not employed by Enron. The rationale 
for dual employees, according to Fasiow, were two: (l)Enron employees could keep their benefits, 
such as stock options, insurance and the like; and (2) dual employees would be knowledgeable about 
Enron and work with Enron easily. 

Fasiow made several comments to indicate that the LJM-Enron relationship had adequai t 
oversight and safeguards. Christina Mordant was General Counsel of EGF at the lime LJMl wa; 
formed and the RhyihmsNet transaction occurred. Scott Sefton was General Counsel of EGF whe 
prepared Causey for his first audit comminec review and was funher present when LJM2 wa* 
created and many of the transactions with LJM2 occurred. More recently, Jordan Mintz has been 
General Counsel of EGF for approximately a year and has participated in the oversight of 
transactions occurring during that time period as well as preparing Causey for his second; 
presentation to the audit comminec. Rick Causey has been the primarj' Enron officer scrutinizing 
transactions with LJM from the Enron standpoint. 

Fastow also pointed out that Enron had no obligation to enter into any transactions with LJM. 
LJM was set up this way so that there would be no complaints that Enron was required to deal with 
LJM on any of the four Raptor entities or other transactions. 

According to Fasiow, the Condor/Whiiewing structures have third part)' investors, some 
equity interests by Enron, but arc subject to the special purpose accounting rules. These entities 
began in 1997 with NighiHawk and then progressed into Condor/Whitewing and Ospray. 

Fasiow viewed the LJM-Enron relationshipas good for LJM and great for Enron, He pointed 
out that LJM had, however, lost money on some of the transactions it had engaged in with Enron. 


c: Joseph C. Dilg 

Houston 641541. 1 
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TO: Enron- Corp. File 

FROM: Max Hendrick, HI 

DATE: September 18.2001 

R£: Interview with Richard Causey, August 31, 2001 


On Wednesday, August 31, 2001, Joe Dilg and the author interviewed Rick Causev 
("Causey”), Executive Vice President and Chief Accounting OfTicer of Erjon Corp. ("Erxon’’}. to 
obtain information relevant to an employee’s inquiry regarding the propricts' of the 
Condor/Whitewing and Raptor structures. 

Causey stated that he received the employee's anonymous letter from Jim Derrick. He made 
a brief response to the letter by e-mail and later visited with Ken Lay on this subject. Causey then 
launched into a narrative description of what he believed to be the relevant events, after which there 
were follow-up questions in specific areas. 

According to Causey, years ago a minority interest financing structure was developed called 
NightHawk. Enron common stock was supplied to the structure. During that time period the stock 
appreciated in value, adding value to the NightHawk structure. This structure es'entuaiiy led to 
Condor/Wnitewing. The structure was carried forward, leveraging oiT the increased value in Enron 
stock. This created a larger equity base, together with outside equity, but was still supported by 
Enron stock. This structure permined the management of off-balance sheet assets and cash flow. 

Causey stated that the value of the Enron stock in the Whitewing structure kept going up. 
This led to the idea of puning the excess stock value in a Raptor vehicle (of which there were four) 
to take advantage of this equity. The sirucrure was conceptualized by Ben Glisan. The structure was 
to use the equity shares - i.e., Enron shares in the VvTutewing structure that would be used to support 
the Raptor vehicles. The value in the Raptor vehicles was to cover losses on swaps. 

The Enron stock then started dropping. Raptor may not have enough equity to pay its 
derivative obligations to Enron. In the first quancr of 2001, contingent shares were issued and 
Raptor gave back a note. Raptor is restricted from selling for a period of time so the shares were not 
sold, but the full value of those contingent shares was considered in calculating Enron's earnings per 
share. At the end of the day, this structure will do its job, but it may be in a more noisy fashion. 
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Raptor was created to %sithstand voIauIit>'. It was not created to withstand declining asset 
values of the magnitude that have been experienced. 

Insofaras the impact of these transactions on Enrons earnings, the current target for earnings 
per share include all contingent share commitments. By reason of recent secunties iaw ruies. there 
is a maximum number of shares that can be delivered in these vehicles. Tnese rules piace practical 
limits on the number of shares that can be delivered that would begin to have an impact if Enron 
stock goes to S20 per share or below*. Below this level, the consequences of this strucrure would hit 
Enron's income statement. .Alliheseconsequences were known to Jeff Skilling and Ken Lay through 
discussions of this structure. 

According to Causey, the logical windup of the situation would be for Enron to delis-er shares 
to Raptor, Raptor to sell shares in the market, and cash to be paid to Enron in satisfaction of its 
derivative contract. .According to Causey, there is not much use in keeping the Raptor structures in 
place. There are no more derivative trades that can be conducted with Raptor and those vehicles 
have reached their limits. 

Causey pointed out that Raptor-j did not involve Enron stock. It involved a hedge with 
NewPow'cr stock. The NewPower stock price dropped significantly. The receivable hit a high point 
because of the derivative transaction, but the collateral shrunk. This transaction was not supponed 
at all by Enron stock; however, there is now cross-collaieralizaiion of all Raptor structures. 

Causey explained the Raptor vehicles and Arthur Andersen L.L.P.'s("AA") role in approving 
the structure. LJM is a genera! panner in the Raptor vehicles; Enron is a special limited partner. AA 
never provided written approval as to the overall Raptor strucruic. Causey’s approach is to include 
AA early and consult often on ail projects. AA gets all documents and they walk down the path with 
Enron all the way. Ultimately, AA signs off with an audit opinion and reports to Enron's audit 
comminee. The audit comminec has definitely heard reports of hedging with Enron stock. 

Causey states that AA has its own documentation of various Enron transactions. Dave 
Duncan is aware of the anonymous inquiry and went back and looked at the issues and advised 
Causey that he felt comfonable. AA used its Chicago-based technical group in passing on the Raptor 
structures. This is all done internally at AA. 

Enron also has its own accounting documentation. The anonymous inquiry- has made Causey 
more sensitive and he wants to look back at the documentation lo see that it is in good shape. 

Causey pointed out that an unfonunaie cnor will require an adjustment to the third quarter 
statements. In the contingent fee/cross-collaicralizaiion transaction that occurred in the first quaner 
of 200 1 , the note taken by Enron was booked as a note receivable (an asset) and not a charge against 
equity. The note should have been booked as a charge against equity and this may have to be 
corrected in the third quarter suiements. This amounts to approximately S800 million, and together 
with an expected S200 million in additional contingent share commitment that will be required in 
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the third quaner, will amount to a SI billion charge against equity. Causey characteri.ies this as a 
simple mistake that now requires correction. 

Causey discussed the structural challenge in the Raptor transactions that requ| ed outside 
equity to be at risk, it was known that the Raptor structure wouid be used to hedee acai.is: vciatiie 
assets. A "put" on the Enron stock was negotiated with Raptor, The hooe was that a put uouic 
result in equity being placed in Raptor. AA was well aware of this \ ehicie and the key issue was 
whether the third parry money was really at risk. The negotiation of the put with LJM was the ke\ 
factor in this structure. 

There are other deals with LJM and business reps ai Enron. These people wou'd do the 
negotiations, then Rick Buy and Causey would review the deal. 

Causey points out that there was always areview process in the LJM transactions wit h Enron. 
These transactions may not have been subject to independent evaluations, but he considered whether 
other transactions were considered, looked at the fairness of the transaction and the proprie of the 
accounting. 

Generally, AA looked at any material dealing with LJM ~ AA needed to do so for purposes 
of disclosure. The amount of time spent by AA on deals depended on their complexirv. /LA w'as 
involved heavily in the Raptor transactions. 

Deals would originate by the business unit looking for earnings opportunities ajid also 
monetizing assets to hit their cash flowiargeis. The decision to involve LJM on a deal was foi speed 
and efficiency - some consideration was given to non-aifiliate counterparties, but spel d and 
efficiency normally sent the deal to LJM. ] 

AA had the opportunity to look at and comment on LJM's structure - basically looking at the 
outside equity in LJM. Causey did not know if AA panicipaied in comments to the partnsrship 
agreement, but it may have. AA said it was okay with the structure, but must have known iJ at the 
sirucrure would be considered unusual. 

Causey noted that there were some caveats to a full board of directors approval. The re view 
of the LJM transaction was done with the audit committee. Causey gave two such reports lo the 
audit comminee. The finance committee also got involved; he gave them a report at a vea -end 
meeting. Causey identified the document entitled "Related Party Transactions - LJM 2000" ss the 
document used to make a presentation to the audit committee. 

According to Causey, Ken Lay and Jeff Skilling would normally be in the finance committee 
meetings because this was one of the company's most substantive business meetings. Lay and 
Skilling were possibly there when LJM transactions were reported. There are five 
meetings/presentations a year with the committee, and perhaps some special meetings. 
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The audit commiuee meeting involved a discussion of the structure of transactions with LJM 
and they were given a general status of the UM activities. 

Causey explained that the finance committee has approval au:honr>- at cenain icN eis of 
expenditures - capital projects primarily, but not so much interested in the divestment of assets. 

Dave Duncan was .^'s engagement partner of the Enron account and works primani>- wuh 
Causey. Depending on the deal and subject matter involved, specific .A_A panners would be assigned 
to work with the Enron business unit. If issues ever arose from that work. Causey 2 nd Duncan 
conferred to resolve them. 

Causey commented that the Raptor presented a vehicle that permined the booking of 
significant revenues. Some new accounting/securiiics rules came out after Raptor was formed which 
now diminish the value of the vehicle. The Raptor vehicles were used 10 hedge a group of volatile 
investments. Raptor 1 w-as the start. Raptor 2 and 4 were started because the Raptor 1 vehicle was 
not large enough. Raptor 3 was a special purpose vehicle in which the NewPower stock was used. 

Causey stated that V^hiiewing is not a "revenue-generating vehicle.” It was a structure for 
placing assets offbaiance sheet and generating cash flow. 

In Whilewing, Enron stock in the vehicle is significant because they are share seuleablc 
derivatives. There will be some contingent obligation to deliver shares to satisfy’ these debts. 

The contingent share commitment graph contained in the investor relations booklet reflects 
a dilution from the 'V.'hitewing and Raptor transactions, but it does not discuss those vehicles 
specifically. 

The impact on a S20 per share price for Enron stock w'ould cause losses to occur in income. 
Above the $20 floor, there is sufficient value in the vehicle. 

Causey states that there were not many questions on these vehicles by equity- analysis until 
the stock price fell precipitously; now, the news media has focused on the entities, but it is old news 
to the equity analysis. Causey states that there have been discussions about various risks involved 
in these vehicles. AA included these risks in its audit issues. Cause>’ has discussed these risks with 
Skilling and Lay. Causey questions whether someone else might take a different view of these 
structures? Possibly, and that risk has long been known. 

Causey commented that the anonymous employee who wrote the letter is correct that a 
decline in stock will require more shares to be delivered. These shares, however, are already being 
considered in calculating fully diluted earnings per share. 
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Causey identified Bob Buns, a senior accouniani in Enron, and Rodney Fcidun as additional 
Enron employees who might be knowledgeable about accounting and possiblv vaiiation issues now 
under discussion. I 

1 

According to Causey, there v-ili be no hitio income as contemplated in the vmd dowr, of the 
Raptor scenario set forth in the letter from the anonymous employee. The i.mrac: Aouid be or. me 
capital portion of Enron's balance sheet (f.e.. a decline in equi!>'). 


c: Joseph C. Dilg 
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MEMORANDUM ' 


TO: 

Enron Corp. File 

FROM: 

Max Hendrick, III 

DATE: 

September 14, 2001 

RE; 

Interview with Rick Buy, September 5, 2001 


On Wednesday, September 5, 2001 , Joe Dilg and the author inien'iewed Rick Bu> ("Buy"). 
Executive Vice President and Chief Risk Officer of Enron Corp. ("Enron"), to obtain inf jrmation 
relevant to an employee's inquiry regarding the propriety of the Condor/Whiiewing and Raptor 
structures. 

Before joining Enron in 1994, Buy had ten years experience with Bankers Trust Company 
in the derivative finance area focused on the energy industry. He has held his current pos tion for 
3-4 years and is responsible for the Risk Assessment &. Control Group ("RAC") which fiinctions 
similar to a bank credit comminee. This group reviews proposed transactions by Enron and a (filiates 
for the soundness of assumptions, the reality of projections, and identification ofunderwriiit g risks. 
As a result of this analysis, his group will either recommend that a transaction be approveil or not 
be approved. 

Typically, Buy's group did not review the strucmred financing vehicUs like 
Condor/Whiiewing - those transactions are largely a repackaging of assets already in Emon. on 
which no new risks are being taken. 

Buy gave examples of the normaJ type of transaction that his group would assess: 

• the purchase of a pulp and paper company in Canada; 

• acquisition of an oil and gas exploration company in West Texas; anc 

• various derivative transactions. 

In assessing transactions of this type, the group would function much like a credit comninec 
of a bank in that it would: 

• identify the risks; 

• assess the financing required and the ability for repayment: and 

• assess profit potential. 
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This would include a review of the financials to deierminc w-hai ihe deal would look like based on 
various projections. This process would be documented in a Deal .'\pproval Sheet ("D.ASH”^ which 
would present a summan' of the transaction, its basic parameters, and the approval of a financiai 
analyst and various super\'isors. .^ndy Fasiow's group would also look at and appro\’e these 
transactions from the securitization standpoint. 

In Enron's business, there arose a need for outside equit>' which.ied to thefcrmaiion of LJM. 
Buy had no involvement in the structure of LJM but was involved in the gosemance issues and deals 
in which LJM w-as an investor. There had to be a process whereby deals with LJM would be assured 
to be in the best interest of Enron. This process w'as established from the outset-of the Erj-on-LJM 
relationship. 

Transaction approval for normal deals is detailed and specific. .Andy Fastow is normalh m 
the approval chain for those deals. Because of his ownership of LJM. Fastow- had a conflict of 
interest in transactions in which LJM participated wath Enron. The process therefore required that 
Buy and Causey sign off on all LJM deals. This process was in place irom the outset and was 
presented to and approved by Enron's board of directors. 

Buy regularly anends finance committee meetings of the board of directors and. in his ^'iew^ 
there was lots of information presented about LJM and the finance committee signed off on LJM and 
the procedure that would be followed for the approval of deals done with LJM. This procedure was 
derived through discussions among Jeff Skilling, Fastow, Causey and himself (Rick Buy), and then 
submitted to the finance committee of the board. 

Buy described a hypothetical non-Raptor transaction with LJM. A business group would 
originate the deal, LJM would buy an equity sliver, provide debt financing or the like, and approval 
would be sought. The review process by Buy’s group would not be as rigorous as a normal 
transaction because the numbers and economics had already been run; this w'as just LJM taking a 
piece of the deal. Dave Gorde in the underwriting group would normally review- transactions and 
the underlying detail and would pass on his recommendaiion to Buy. 

According to Buy, Causey would also review the proposed transaction for a "smell test" of 
the commercial terms and would review the accounting. 

Buy commented that the sirucmre was beneficial to Fastow- financially, but also beneficial 
to Enron and Causey to permit the generation of revenues to meet targets at the end of calendar 
quaners. It was a good vehicle but it needed to be managed carefully. 

The deals done with LJM were relatively small - LJM would take a piece of a larger deal 
done by Enron. Speed of doing the deal with LJM was a key factor, the people knew the deal, the 
structure, and flexibility was very- high. The approval process was not as light on these deals as in 
the normal transaction approval process. There was not as great a concern with these deala because 
all knew it was highly structured. 
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FasiO’A''s group would prepare the Enron Investment Summary’ form. It would be prc\-ided 
to Buy's group and the Deal Approval Sheet CDASHI would be prepared and executed. 

The Raptor vehicles in which LJM participated w-ere difTercnt because the>' invoi\ec 
derivative transactions. Tne credit capacin- of the Raptor vehicles changed with the value of Erj-or. 
stock and the value of the assets in the vehicle. Enron had contributed stock to some pncrsiructurec 
transaction: the stock appreciated in value and there was no good way for Enron to use this increased 
value in the prior vehicle. Accordingly, Enron shares were contributed to Raptor and Raptor could 
use the shares as its equitv' base. This vehicle could be used to hedge Enron s merchant ba.nkinc 
assets. At this lime, asset values were bouncing around like craz>'. RhyihmsNet was cited b> Bu\ 
as an example. 

According to Buy, Raptor provided a means to lock up an asset at a certain level. If the asset 
declined in value, it would eat up Enron equity, not Enron earnings. The problems with the vehicle 
arose when Buy's group conducted its check on the counier-pany's credit worthiness. The equin’ 
base in the Raptor vehicles deteriorated to the point where the equity was negative. This posed a 
problem and Buy picked up the phone and called Skilling to discuss what to do about the structure 
so that Raptor would be a credit worthy counter-party. Skilling's solution was to wait for a while. 
Finally the situation got worse and in the third quarter of2000, supplemental shares of Enron stock 
were dedicated that would assure credit worthiness of the Raptor vehicles, at least so long as Enron 
stock was traded above S20 per share. 

Buy stated that his group received daily statements that would show the value of assets in the 
Raptor vehicles so that its credit worthiness could be traced. The S20 per share may be slightly 
tenuous if the asset value placed in the Raptor entities has declined. For instance. NewPower stock 
has gone down drastically, and some fix may need to be made in the Raptor eniir>' which holds the 
NewPower stock. 

The fix that was done in the second/third quarter of 2000 was the contingent share 
commiimeni/cross-collateralization among all Raptor vehicles. [This actually occurred in the first 
quarter of 2001.] 

Buy suied that he (his group) did not spend a lot of time on Naluing the Raptor assets. They 
mostly look at spreadsheets. He views the legal and accounting issues to be more significant than 
the valuation issue. He views the accounting as aggressive, but that is not his role. The accounting 
ramifications are under the control of Causey' and .AA. 

Buy is not familiar with the unwind procedures for Raptor. He guesses that Raptor will be 
shored up with additional Enron stock. The Raptor vehicles need to be capitalized sufficicniiy to 
cover the credit exposure from the derivative contracts which fluctuate over time. 

Buy stated he was not concerned about the Raptor structure - he thinks it is a clever structure 
to put to work the excess value of Enron stock (held in a prior vehicle) and to minimize the volatility 
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of ihc mcrchai^t bank assets conveyed to Raptor. He thinks Enron s accounting is aggressive, but no' 
over the line- > 

Buy believes lhal valuation is a key factor, but not just today's vaiuaiior,- l| was no: necessar- 
for Raptor to be unwound, and those vehicles can be kept as long as they are credit wcr.hy. 

Buy commented that had Enron stock stayed higfa and the value of assets placed in Raptor 
not fallen sharply, there wouJd be excess capacity in the R^tor vehicles. But these scenarios simpiy 
did not happen. 

Buy sees no emineni ’'train wTCck" arising from the Raptor vehicles, but Y e needs to check 
on the present value ofNewPower stock. If the value of NewPower stock - he d in one Raptor 
vehicle - becomes low enough, and the Enron stock has declined as well, that Rajtor \-ehicle m3> 
be in an uncredirworthy position. 

Buy concluded the interview by stating he will be available to addres-s any follov.’ up 
questions we might have. 


c: Joseph C. Dilg 

HoiiSion 649549-1 
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Priviirfec and Confideniial: 
.Anornc -Clitnt Pri»ii«^f 
A^ornry^^or^^ Profluct 

MEMORANDUM 


TO: Enron Corp. File 

FROM: Max Hendrick. Ill 

DATE: Sepiembcr 7. 2001 

RE: Inierview with Mark E. Koenig and Paula H. Ricker, August 29. 2001 


On Wednesday, August 29, 2001, Joe Dilg and the author interviewed Mark E. Koenig 
("Koenig"), Executive Vice President Investor Relations, and Paula H. Rieker ("Ricker") Managing 
Director of Investor Relations, to obtain information relevant to an employee's inquiry re tarding the 
propriety of the Raptor and Condor/WTtiicwing structures. Also present during the intt rview was 
Rex Rogers, Assistant General Counsel of Enron Corp. 

At the outset, Koenig and Rieker questioned the use of Condor and Raptor ictjUS. They 
pointed out that those were simply internal code names within the Enron business grous s, and the 
disclosures to investors were made with respect to WTiitcwing and LJM. Koenig iikewis|’ stated he 
was aware of the employee’s anonymous letter but questioned why Investor Relations vas being 
included in an investigation of the substance of that Icncr. It was explained that investors' perception 
of the Condor/Whiiewing and Raptor structures may be useful to the investigation. 

Koenig and Rieker recalled that investor questions first came to their attention after .he initial 
disclosures in 1999 in the 10-Q that an Enron senior officer was the managing parmerofl.JMl, an 
entity with which Enron co-invested. The proxy materials for 2000 (covering the period through 
year-end 1999) disclosed that Andy Fastow ("Fasiow"), Enron’s Chief Financial Officer, was the 
Enron senior officer w'ho was the managing panner of LJM. They indicated that several investors 
have spoken directly to Fastow for clarification. 

Rieker indicated that there were earlier queslionsabout the WTiitcwing snucture. V/hitewing 
is a securitization issue, but people thought it was a revenue management tool. According to Rieker, 
much of this confusion was caused by the hedge funds w'hich were always attacking Enrol .. 

Koenig and Rieker indicated they began gening inquiries about VThitewing when Enron’s 
slock price went down. The investor/analysl's questions about Whitewing were direned at 
unfamiliar terms such as derivatives and required farther explanation. Koenig responded tl at Ken 
Lay's comments about making Eruon’s financial reports more reader-friendly related to the 
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management discussion and analysis ponion of the financial staiemenis. and not the rsiaiec pany 
disclosures. 

Koenig and Rieke: indicated that invesior/analysis’ inquiries o\ e: the past six montns e 
turned largely to cash flow, not related party transactions. 

In connection with Enron's second quarter resultsand the second cuaner 1 0-Q. preseniancns 
were made regarding the dilutive effect of Enron's comingem share commitment. Because of this 
comingem share commitment there was some dilinivc effect in the second quaner of 200 ! . No 
questions w-ere recaHed about the fKJtential diiuiK'e effect that may occur in the third quarter of 200 1 . 
Investors arc largely concerned about whether a company achieves its earnings per share targe:. 

Koenig and Rieker recall^ no specific questions from invesiors- analysis on the poraon of 
the 2001 proxy statemem that addresses four structured entities in which LJM2 participated. Rieker 
points out that those are probably the Raptor vehicles which are refened to as "Emilies" in the 
imancial statements accompanying the various lO-Q reports. The only real noise that 
investors/'analysis raised about UM is the association of Artth-' Fastow as the managing panner in 
LJM. 


Although neither Koenig nor Rieker are familiar with the details of the investments with 
LJM, Koenig was present in a finance committee meeting that reviewed the transactions in detail on 
a transaction by transaction basis. 

According to Koenig and Rieker, investors want simplicity*; because Enron’s related party* 
transaciioos are complex andmot easily undersiootL they necessarily raise additional questions. 
Hov^ver, they point out that this is not the only complexity inherent in Enron's business, and if there 
were no related party transactions, they would still have full employment explaining other 
complexities of Enron's business. 

Koenig and Rieker reiterated that the contingent equity obligation is present: it is disclosed; 
and it is figured into Enron's earnings per share. RiekerTeferenced the 2001 second quarter analysts' 
conference where there was a presentation on the dilutive share number increasing from 860 million 
to 900 million during the preceding twelve months. Any dilutive effect of Enron's share 
commitment should be so sm^l as to be immaterial, and, in any event, it already is included in the 
equation of Enron’s earnings per share target. 

Rieker stated that she believed investors understood that the value of the merchant 
investment portfolio vrithin Enron (as well as every other merchant invesimem portfolio) has 
declined. This may have Tamifications down the road, but invesiors/analysts’ inquiries do not delve 
into this specifically. 

At the close of the interview, Rieker supplied the presentation referenced earlier for the 
second quarter 2001, which was also posted on the Enron web site for a number of weiui. That 
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presentation included a page entitled "Contingent Equit>' Commitments'’ which anaivzec ihe 
components impacting share count ofEnron stock 2001 versus 2000. The chaii shows a dilution of 
Enron stock by an additional net 29 million shares issued and outsuindinc in he second quane: of 
2001 over and above those existing in the second quaner of 2000. She inliicaied this was :ne 
dilution anribuiable to the contingent equii\’ commitments to uhe Raptor and 'Vniiewine \ ehioies 


c; Joseph C. Dilg 

Houston 644504,1 
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Pf»v6«S8<J »Bd CoBfid<ntiat: 
Anorne>-Cliem 
Anornfv VVork Prpaun 


M E M O R A X D U M 


TO: Enron Corp. File 

FROM: Max Hendrick. Ill 

DATE: September 7, 2001 

RE: Interview with Greg Whalley, August 31. 2001 


On Friday, August 3 1 , 200 1 , Joe Dilg and the author intcrv’iewed bv telephone Greg Wmallev 
("Whalley"), President and Chief Operating Officer of Enron Corp. to obtain information relevant 
to an employee's inquiiy regarding the propriety of the Raptor and Condor/Whitewing structures. 
Whalley was in London and was not available for a personal interv'iew. 

V.Tial]ey stated that he had not seen the employee's anonymous letter, although he had heard 
about it and it took him some time to realize that he knew the author. He funher indicated that he 
knew the author as Sharon Smith (apparently she docs not go by the same name today). He does not 
know, however, why he was named as a person who might share the concerns stated in the letter. 

In January or February of 2001, when Enron U'hoiesale was being put together, he asked a 
number of questions about the Raptor vehicle. Apparently, this came up when Enron North America 
employees suggested that he consider possible transactions with Raptor. Wnallcy sat down with 
Rick Causey, Chief .Accounting OfTicer, and Ben Glisan, Treasurer, and got the basics ofhowihe 
vehicle worked and how it was being managed. Once he got comfortable with how the situation was 
being managed and that Causey and Glisan had a handle on it. he backed off. 

Whalley stated that he did not like the Raptor vehicle because of the short-sighted view of 
value that it fostered. That is, in negotiating a transaction with a third party, one's view ofthe value 
of that transaction may be affected because there is always the opponunitx’ to turn around and place 
the asset in a Raptor-like vehicle and. while recognizing shon term value, avoid the long term 
consequences ofthe initial trade. 

The conflict of interest in dealing with UM was disclosed and was apparent both within the 
Enron organization and to outside investors. 

At various points during the conversation, Whalley questioned why an investigation was 
being conducted, that it seemed to be an issue offacl, and that it all hinges on whether the accounting 
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strucTure used in Raptor was appropriate. If it was appropriate, there is no issue, but if ii was no: 
appropriate, there is an issue. 

Wnalley was likewise aware of the possible diiuiive eneci on Enron's ea.Ti:r.gs per share :n 
the future if assets placed in the Raptor vehicles declined significantly in value. It was his 
impression in discussions v-ith Cause>' and Glisan that there are several options to deal v'.ith this 
problem. He would not share the view of the author of the anonymous lener that these deciines in 
value would lead to major problems in 2002 and 2003. He suggested that Cause) and Ghsan would 
be the logical persons to talk with about those options. 


c: Joseph C. Dilg 

Houston 6J4987.1 
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Privii«f|i«i »nd Conridenml: 
Aftornf>-Ciiff»5 Prt\HfEf 
Anoriifv Work Proouci 

MEMORANDUM ' 


TO: Enron Corp. File 

FROM: Max Hendrick. Ill 

DATE; September 14. 2001 

RE: Interview with David Duncan and Debra Cash. September 5, 2001 


On Vi'cdnesday. September 5, 2001, Joe Dilg and the author inerv'iewed David Duncan 
('’Duncan”) and Debra Cash (“Cash”), both panners with Arthur Andersen L.L.C. (”AA”) to obtain 
information relcN’ant to an Enron employee’s inquiry regarding the propricrv' of the 
Condor/Whitewing and Raptor structures. The accounting issues involved in these structures are 
very complex, and any technical aspects of accounting treatment dis russed below should be 
conJlrmed for accuracy before being relied upon. 

Duncan commenced the interview by stating that he had become aw.ire of an Enron employee 
who had raised accounting issues regarding the Condot/W'hite'w.inc and ilapior structures. Upon 
imemal AA advice, he then contacted Jim Derrick and was placed in touch with Rex Rogers to 
determine the nature of the inquiries raised by the employee. Duncan and C ash apparently knew the 
identity of the employee, although they did not reveal it. They further stated that the employee called 
one of their AA panners who was not assigned to the Enron account and anc mpied to discuss certain 
issues with him. That partner contacted Duncan and/or Cash and advjs:d them of the inquiry. 
Duncan stated that his primary interest was to determine whether any new information had been 
brought forth by the employee’s inquiry. 

Duncan first addressed the Condor inquiry. Step 1 is to understanil that Condor is a non- 
consolidatedeniity. In ordeno determine that, one looks to control. Condor Is under shared control. 
The party' who shares control with Enron has the ability lo vote its interest as it sees fit, and also has 
the right to remove Enron from management. Once ail factors arc considered, including consultation 
with AA's technical people and practice staff, it was concluded that Condor qualified as an 
unconsolidated entity. 

Once it is determined that Condor is an unconsolidated entity, the next inquiry is what 
happens upon a sale of assets to Condor. The first sub-question under this heading is: Is there a 
sale? Tne ^swer depends on what has been sold. If it is a financial instrument there is one set of 
accounting rules and, if it is a hard asset, there is another set of rules. AA revi :wcd each transaction 
on a case-by-case basis to determine from the type of asset whether there was a sale and whether 
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there was a gain or loss upon the sale. No gains arc realized ft-om sales to an affiliated paiT> such 
as Condor. If it is determined that a sale has occuired, the asset is moved f -om the seller s baiar.ce 
sheet to Condor's balance sheet. In accounting for cash flow, there are 3 possible categones- 

• operations 

• investments 

• financing. 

Placing revenues into one or the other of the above categories was a kcN' dec sion. Duncan recalls 
that the vast majority of sales fell into the operating category. The itsue in making that 
determination is the intent toward the asset at the time of its acquisition. Duncan stated that a 
textbook example is a large tract of real estate. If initially purchased to hold is an investment and 
later sold, the revenue would fall under the investment category. If purch ised by a real esuie 
developer to subdivide, develop and sell off the lots, the subsequent sales wculd be placed in the 
operating category. In Enron’s case, the distinction was largely whether the as;et was purchased as 
a merchant bank asset or a strategic asset. The sale of a merchant bank a'set would generate 
operating cash flow. 

AA has confirmed the transactions that have been conducted w'ith C ondor. A.A audits 
Condor and has completed its year 2000 audit - Le.. all transactions for 1 999. The net impact of 
those transactions to Enron are set forth in a footnote to the financial statements n its annual report. 
Possible criticism of that footnote is that related panics and non-cash iranst ctions are lumped 
together and not separated individually. Thus, it is difficult to tell which ponioii of those revenues 
relates directly to the Condor transactions. 

A question arises whether an asset is a merchant investment or a merchajii asset. Merchant 
investments are marked to fair market value; merchant assets are not. To be inve •.imcms, they have 
to be in an investment company. Enron sometimes desires to move items fn m an asset to an 
investment category but once their character is declared, it is difficult to do so. 

The inquiry of supporting Condor with Enron stock goes back to the ini .ial capitalization 
with Enron stock. That stock increased in value w'hile it was equity in Condor. 

There is literature on (a) special purpose entities and (b) joint ventures. The former is subject 
to a strict set of rules, w'hile the larier is very subjective. AA believes that Condor falls into the latter 
category because it is structured. Duncan also believes that the entity would lomply with the 
emerging taskforce principles applicable to special purpose entities, 

Duncan commented that the beauty of Condor was the fact that Enron's stoi :k price went up 
after it was committed to the Condor vehicle. That gave Condor more capacilv'. T.nron may have 
to do credit checks of Condor-owed obligations to Enron, but he does not think that has been a 
problem. 
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Duncan explained tha! Enron sold a "pia" on Emon stock to Condoi, The "put” is snare 
settleable. Where there is debt to another that is supported by the debtor's stock, there is speciiic 
guidance in the accounting rules. If the instrument is cash senlcabie. it moves through income: if 
it is share settleable. it moves through equity. Tnese shares are also included in the caiculatipr. of 
earnings per share. .According to Duncan, this activity is disciosed in footnote 1 1 to Enron s .Arjoua: 
Report for Year 2000. 

Turning to a discussion of the Raptor vehicles. Duncan commented tha: there was some 
analogy to Condor in that the Raptor vehicles are also supported by Enron stock. Enron approached 
AA about using a third party investor - LJM - to be organizedmanaged by a senior officer of 
Enron. Duncan saw technical issues and coiporaie governance issues and wanted to make sui-e that 
approval for the transaction was obtained from the highest levels. As to a technical aspect. Raptor 
vehicles are one step removed ftom Condor - instead of an affiliate transaction, LJM would be a 
third pany which would place equity in Raptor. To qualify, the LJM entity had to have unique 
control features not normally found in the partnerships. The limited partners had to have 
participatory involvement and the power to remove the Enron senior officer as manager without 
cause. 


in determining whether investment in Raptor was made with third party equity, the 
contribution of Enron's senior officer to LJM had to be excluded. Ftmhcr, none of the money 
contributed by the third panics could be borrowed. AA tested to assure that third party equity' was 
in the transaction. AA viewed the Raptor entities as single purpose entities that had to be capitalized 
in accordance with specific SPF rules. 

The Raptor vehicles were structured to achieve hedges against assets that had gone up in 
value. This was accomplished by a sale or pledge of the asset to the Raptor vehicle, and Enron 
getting a note back. Outside equity in the Raptor vehicle had to be three percent (3%). The Raptor 
vehicle needed to have credit capacity in its equity. Equity was supplied to the Raptor entity by a 
transaction whereby Enron would sell it stock. WTien the stock appreciated in value, the increase 
would increase Raptor's credit worthiness. The key feature was that Enron could settle in cash. The 
ultimate senlement of the derivative would give Enron cash, not shares - therefore, it would come 
into Enron as income. 

Enron sold the Raptor entity shares -with restrictions, in order to value the shares, a fairness 
opinion was obtained from Price-Waierhouse on the first Raptor-like transaction, and the basic 
format was used by analogy in subsequent transactions. It was concluded that the impairment test 
should lead to full markei value being assigned to the Enron shares. This gave the Raptor vehicles 
capacity to do transactions with Enron. Had Enron stock gone up in value, it w'ould have provided 
credit coverage for any decrease in the asset value. As time passed, the Raptor entity may elect to 
hedge its exposure. It purchased a derivative to hedge on the stock. This was a share settleable 
hedge. The impact was on equity, not income. 'When settleable. the payment by Enron in stock 
would not a^ect the income statement. 
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A number of scenarios can be envisioned depending on whether the stock and assets 20 cd 
or dowTi in value. If both stock and assets go up, the Raptor cniit>- can settle with Enron and Enron 
can show income. If the stock goes up bm assets go dov^m. the can still senie and Enron wj; : 
show income. If both stock assets go do^m. Enron can senie with the impact being in iis ecuso. . 

not income position. 

Duncan states that all of this is disclosed: nothing is left out that needed to be included in 
AA's audit opinion. 

The key feature in Raptor transactions is the hedging activin-.- Tne man on the street ma> 
look at the share settleable hedge and question how it •will work. 

During the mter%'iew, Duncan raised the question of whether it w'ouid be appropriate for .A.A. 
to visit with the Enron employee who made the inquiries. The point was made that the employee s 
inquiries might better be satisfied if she sat dowm with .AA and received an explanation. From .A.A's 
standpoint, it simply wants to assure that there are no new facts raised by the employee. 

Duncan explained that when the Raptor vehicles were originated, Enron sold a put that could 
be exercised by Raptor. After 60-90 days passed, and Enron stock had appreciated, the put would 
be settled by cash payment to the Raptor entity. Upon scttlemenu Raptor would distribute mon^ 
to its equity investors. Once the distribution was made, the investors had amounts returned equal 
to their investment plus profit. Yet, technically, their investment had been properly made. The 
question is whether there is a valid business reason for the "put” transaction and ,A.,A relies on Enron's 
representation that a good business reason exists. Although this accounting treatment may look 
facially questionable, it satisfies the technical requirements. 

Procedurally, AA reports to Enron’s credit committee five times a year. The Condor and 
Raptor transactions have been discussed with them. The detail is not high, but information is 
available. There arc not a lot of questions by die audit commince. A list of transactions entered into 
since the last meeting is generally discussed and approval is received for those transactions. 

The audit committee is presented with a booklet of infonnation for its review before or at 
each meeting. The booklet of the audit and compliance committee meeting held February 1 2, 2001 , 
was examined as a sample. The booklet in similar form is presented for each meeting. 

According 10 Duncan, Enron has never failed to follow AA's recommendation on technical 
and accounting matters. AA does not audit LJM, but had discussions with Fasiow about whether 
they should or wanted to audit LJM. 

AA pointed out the need for better documentation and analysis of transactions involving 
LJM. At some point in lime, Enron adopted a Deal Approval checklist for these transactions. 
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Duncan, Cash and two other AA partners are full time on the t nron account. Tnev hax e lots 
of discussions about lots of issues with Enron. AA has discussions iniemally on Enron issues, both 
from the practical standpoint and from a technical side. The strucnirai transaction such as Condor 
and Raptor issues are discussed thoroughly with these interna! groupj . 


c: Joseph C. Dilg 

HousiM 65i2S6.l 
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LJM APPROVAL SHEET 

This Approval Sheet should be used to approve Enron’s participalion io any transactions involving LJM Cayman. L.P. (“UMl") or 
UM2 Co-Investment. L.P. (‘■UM2”). LJMi and LJM2 will collectively be referred to as “UM”. This Approval Sheet is in addition 
to (not in lieu of) any other Enron approvals that may be required. 

GENERAL “ 

Deal name: 

Date Approval Sheet completed: 

Enron person completing this form: 

Expected closing date; 

Business Unit: 

Business Unit Originator: 

This transaction relates to DUMl and/or □UM2. 

This transaction is □ a sale by Enron Da purchase by Enron Da co-sale with Enron Da co-purchase with Enron and/or 

□other: . 

Pcrson(s) negotiating for Enron: 

Person(s) negotiating for UM: 

Legal counsel for Enron: 

Legal counsel for UM: 

DEAL DESCRIPTION [Insert short description of the aansaction involving/beiween Enron and UM; do not describe the 
underlying asset or transaction.] 


ECONOMICS [Insert short description of the Enron economics of the trajisaciion mvolving/between Enron and UM; do not 
describe the economics of the underlying asset or transaction.) 


DASH [Attach the DASH relating to the underlying asset or transaction. Insert brief update on the DASH if the underlying asset or 
transaction has changed materially since the original DASH was completed.) 


O:\EGFLeplViKfioa\0 AS 
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ISSUES CHECKLIST 

1. Sale Options 

a. If this transaction is a sale of an asset by Enron, which of the following options were considered and rejected: 

□Condor GJEDI I GMargaux OEnSerCo GRawhide GChewco GJEDI II 

□Third Party GDirect Sale Please explain: . 

b. Will this transaction be the most beneficial alternative to Enron? GYcs GNo. If no, please explain; 

c. Were any other bids/offers received in connection with diis transaction? GYes GNo. Please explain: . 

2. Prior Obligations 

a. Does this transaction involve a Qualified Investment (as defined in the JEDI II partnership agreement)? GYes GNo. If 

yes, please explain how this issue was resolved: 

b. Was this transaction required to be offered to any other Enron affiliate or other party pursuant to a contractual or other 

obligation? GYes GNo. If yes. please explain: 

3. Terms of Transaction 

a. What are the benefits (financial and otherwise) to Enron in this transaction? GCash flow DEarnings 
□Other 

b. Was this transaction done strictly on an arm's-length basis? GYes GNo. If no, please explain: 

c. Was Enron advised by any third party that this transaction was not fair, from a financial perspective, to Enron? 

□Yes GNo. If yes. please explain;_ | . 

d. Are all UM expenses and out-of-pocket costs (including legal fees) being paid by UM? GYes GNo. If no, is 

this market standard or has the economic impact of paying any expenses and out-of-pocket costs been considered when 
responding to items i.b. and 3.b. above? GYes GNo. 

4. Compliance 

a. Will this transaction require disclosure as a Certain Transaction in Enron's proxy statement? EYes GNo. 

b. Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employee? 
□Yes SNo. 

c. Have all Enron employees' involvement in this transaction on behalf of UM been waived by Enron’s Office of the 
Chairman in accordance with Enron's Conduct ofBusiness Affairs Policy? EYes GNo. If no, please explain: 


d. Has the Audit Committee of the Enron Corp. Board of Directors reviewed all Enron^M transactions within the past 
twelvemonths? GYes SNo. (The first annual review by the Audit Comminee has not yet occurred.) Have all 
recommendations of the Audit Committee relating to Etvon/UM transactions been taken into account in this 
transaction? GYes GNo. 


APPROVALS 
Business Unit 
Business Unit Legal 
Enron Corp. Legal 
Global Finance Legal 
RAC 

Accounting 

Executive 


Name 


Rex Rogers 
Scott Sefton 
Rick Buy 
Rick Causey 
Jeff Skilling 


Signature 


Date 
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LJM INVESTMENT SUMMARY 


DEAL NAME; Pluto 
Originated; Enron North America 
Expected Closing Date: 12/29/99 
Expected Funding Date; ] 2/29/99 


Date Compieted: December 29, 1999 
Investment Analyst: Chris Loehr 
Investment Type: Debt and Equity 


approval amount requested 

Capital Comnatment $ 26.3 MM 


DEAL DESCRIPTION 

Purchase $23,274,400 face value of MEGS, LX.C. (“MEGS”) debt from ENA, which based on market prices and 
required liquidity premitims, has a vah^ of $25,570,5^.78 and will yield 9.9%. Pxtrchase 90% of the equity in MEGS 
from ENA for $743,040 which is expected to yield 25%. MEGS is a special purpose entity that purchased an offshore 
gathering system from Mariner Energy and Burlington Resources and is entitled to contractual cashflows under a 
gathering agreement with the same. 


TRANSACTION SUMMARY 

On Dec. 28, 1999, UM will purchase from Enron North America $23.2 million face value of MEGS debt and 90% of 
MEGS equity for total consideration of $26,313,609.78. 


CASH FLOW SUMMARY 

LJM is entitled to the 14.15% monthly coupon on the debt Equity is expected to receive a 25% return paid monthly. 

Both the debt and equity investments amoni 2 e monthly by the amount that contractual cashflows exceed return on capital. 


RETURN SUMMARY 

UM’s investment, if held to maturity, would yield a blended return of 10.28%. 


EXIT STRATEGY 

Q LJM has entered into a marketing agreement with ENA, whereby ENA agrees to use its reasonable best efforts to 
market the equity on LJM’s behalf. 

0 ENA will haw a 90 day exclusivity pwod during which any gain on sale that exceeds LJM*s targeted 25% return on • 
investment will be split 90% to ENA and 10% to UM. 

Q Exclusivity period ends 90 days from signing of contracts. At that point any gain on sale that exceeds LJM ’s targeted 
25% return on investment will be split 75% to ENA and 25% to UM. 

□ It is expected a resale of the equity will take place within two months. 

□ ENA has agreed to bear syndication risk on the debt. It is expected that the debt will be monetized in a Merlin-like 
vehicle wluch will purchase the debt to yield LJM a 25% annualized return in the first half of 2000. 


RISKS AND MITIGANTS 



Mitigant 

Credit risk 

Mariner and Burlington are the counterparties to the gathering agreement which 
stipulates contractual cashflows for each party, regardless of actual volumes 
shipped (ship or pay contract). Burlington credit risk is mitigated its A- credit 
rating and the guarantee provided to MEGS by Burlington. Mariner credit risk is 
mitigated bv above market pricing on the Mariner tranche of debt. 

Reserve risk 

The contractual cashflows in the gathering agreement are predicated on natural 
gas volumes expected over the life of the Burlington/Mariner well. Should the 
reserves be substantially less than projected, the gathering agreement nuiy 
become uneconomic for die counterparties. 

Operating risk 

Mariner, as operator, is responsible for all operating expenses and maintenance 
related lo the gathering system- ENA will act as Managing Member and will be 
responsible for ail other operations. 




V£L 00113 





381 


LJM2 APPROVAL SHEET 

This Approval Sheet should be used to approve Enron’s partjcipation in any transactions involving UM Cayman, L.P. {“LJMl ") or 
LJM2 Co-Investment, L.P. (“LJM2”). UMl and LJM2 will' collectively be referred to as “LIM". This Approval Sheet is in addition 
to (not in lieu of) any other Enron approvals that may be required. 

GENERAL 
Deal name: Pluto 

Date Approval Sheet completed: December 28, 1999 
Enron person completing this form: Chris Loehr 
Expected closing date: December 29, 1 999 
Business Unit: Enron North America 
Business Unit Originator: Brian Redmond 
This transaction relates to DUMl and/or 0LJM2. 

This transaction is 0 a sale by Enron Oa purchase by Enron Da co-sale with Enron Da co-purchase with Enron and/or 

□other - 

Person(s) negotiating for Enron: Joe Deffiier, Greg CaudelL Kathy Lynn 

Person(s) negotiating for UM: Michael Kopper 

Legal counsel for Enron: Andrews & Kurth 

Legal counsel for LJM: Kirkland & Ellis (Mike Edsal) 

DEAL DESCRIPTION 

LJM2 will purchase from Enron North America a 90% equity interest in MEGS, L.L.C. for $743,040. UM2 will also purchase ENA 
debt at MEGS, LX.C. withS23.2 million principal amount and 14.15% coupon for $25,570,569.78. The premium paid on the debt 
reflects LJM2’s market view that 9.9% is an appropriate return for the blended Buriington/Mariner credit risk. 


ECONOMICS 

LJM2 will purchase the equity with the expectation of receiving a 25% IRR on its investment. LJM2 and ENA will enter into a 
marketing agreement under which ENA agrees to use its reasonable best efforts to sell the equity on LJM2’s behalf and under which 
ENA receives 90% of any gains exceeding LJM2‘s 25% return. Due to the significant premium, UM2’s debt investment will yield 
approximately 9.9%. ENA has agreed to bear syndication risk on the debt piece. 


DASH 

Attached. The only material changes in the attached DASH are the now e-xecuted contracts that were contemplated when the DASH 
was done. MEGS, Mariner, and Burlington entered into a gatherii^ agreement stipulating the contractual cashflows. MEGS and 
Mariner entered into an operating agreement under which Mariner and Burlington cover all operating expenses pro rata. The 
gathering system has been tested and is currently operational. 


0:\GE.SfOof<c Onb'Phuo'rioioDASH.UM doc 
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UM APPROVAL SHEET 
Page 2 

ISSUES CHECKLIST 

i. SaieOpdons, 

a. If this transaction, is a sale of ao asset by Enron, »*ich of the following options were considered and rejected: 

SCondor 3JEDI 11 DTaird Party OPuect Sak. Please ejqjlain: A sale to Condor would aot allow 
Enron to book earnings. JEDI I] would lave required C^JPERS' consent since the transaction is not a Qualified 
Investment. Due to the small si 2 B of the equity piece and due to JEDI II's unwillingness to present CalPERS’ a 
transaction with more Mariner credit exposure, JEDI D rfpriinw! 

b. Will this transaction be ihe most beneftcal alternative to Eiron? SYes DNo. If no, please explain: . 

c. Were any other bids/offers received in connection with this ttansMtitHi? SYes ONo. Please explain: The debt 

was marketed to several banks,’including Bank of America. Bank of America was unwilling to accept further Mariner 
credit exposure md declined. 

2. Prior Obligations 

a. Does this transaction involve a Qualified Investment (as defined in the JEDI II partnership agreement)? DYes 0No, If 
yes, please explain how tiiis issue was resolved: 

b- Was this transaction required to be offered to any other Enron affiliate or other party pursuant to a contractual or other 
obligation? OYes SNo. If yes, please explain: _ 

3. Terms of Transaction 

a. What are the benefits (financial and otherwise) to Enron in this transaction? DCash flow aEamings 
SOther: Funds flow of approximately $24 million. 

b. Was this transaction done strictly on an arm's-lengfli basis? 0Yes DNo. If no, please explain: . 

c. Was Enron advised by any third party that this oansaction was not fair, from a financial perspective, to Enron? 

OYes 0No. If yes, please explain: ' 

d. Are all UM expenses and out-of-pocket costs (inchiding legal fees) being paid by LJM? DYes HNo. If no, is 

this market standard or has the economic impact of paying any eiqME&es and cml-of-pocfcct costs been considered when 
re^Miding to items Lb. and 3.b. above? SYes DNo. 

4. Conqjliance 

a. Will tiiis transaction require disclosure as a Certain Transaction in Enron’s proxy statement? SYes QNo. 

b. Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employee? 
DYes SNo. 

c. Have all Enron employees’ involvement in this transaction on behalf of UM been waived by Enron’s Office of tire 
Chairman in accordance with Enron's Conduct ofBusiness Affairs Policy? 0Yes QNo. If no, please explain: 


d. Was this transaction reviewed and approved by Enron’s Chief Accounting Officer? BYes QNo. 

«. Was this transaction reviewed and approved by Enron’s Chief Risk Officer? SYes ONo. 

f. Has the Audit Commitree of the Enron Corp. Board of Directors reviewed ail Enron/UM transactions within the past 
twelve months? DYes 0No. (The Audit Committee has not held a meeting since LJM2’s formation.) Have all 
rcconuncndaiions of the Audit Committee relating to EnrooTJM transactiems been taken into account in this 
transaction? OYes QNa 


CONTIDEMTIAL 


OVSEMUtoM Ocals\niiieVn«eDASH.UM i 
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UM APPROVAL SHEET 

Page 3 ^ 


APPROVALS 
Business Unit 
Business Unit Legal 
Enron Corp. Legal 
Global Finance Legal 
RAC 

Accounting 

Executive 


Name 


Rex Rogers 
Scott Sefton 
Rick Buy 
Rick Causey 
Jeff Skilling 


Signature 


Date 
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LJM2 APPROVAL SHEET 


CONriDCNT 


This Approval Sheet should he used to approve Enron’s parucipakm in any transactions involving LJM Cayman, L.P- ("LiMr') or 
LJM2 Co-Iav«tm5nt, L.P. {“tJM2”). LJM I and IJM2 will be referred to as “UM". This Approval Sheet is in addition 

to (not in lieu oO any other Enron approvals that may be required. 


GENERAL 
Deal name: Paptor II 

Date Approval Sheet completed: June 26, 2000 
Enron person compleung this form: Tnishar Patel 
Expected closing date: June 30, 2000 
Business Unit: Enron Corp. 

Business Unit Originator: Ben Glisan 

This transaction relates to OUMl and/or 0LJM2. 

This transaction is Q a sale by Enron Qa purchase by Enron Oa co-sale with Enr^t Oa co-purchase with Enron and/or 

Elother:_creatjon of hedging structure . 

PcsonCs) negotiating for Enron: Ben Glisan 
PersonCs) negotiating for UM: Michael Kopper 
Legal counsel for Enron: Vinson & Elkins 
Legal counsel for UM: Kirkland & Ellis 
DEAL DESCRIPTION 

TimberwolfI LLC (‘Tind>wrwoIf^ is a special purpose entityorganized for the purpose of entering into certato derivative 
transactions. LJM2, through its 100% voting control of Timberwolf. has the unilateral ability to midee the investment decisions for 
Timberwolf and is not contractually obligated to execute any derivaiive transactions with Enron, LJM2 will execute derivative 
transactions with Grizzly I LLC (“Grizzly"), a wholly-owned subsidiary of Enron, to the extent those investment decisions are aligned 
withLJM2’s investment objectives. Brtron. through Grizzly, wit! offer LJM2 the opportunity to execute derivative instruments 
relating to both public and private energy and teieconununicaiit^ investments made by Enron. 


ECONOMICS 

limberwolfs distributions to equity holders will be limited by earnings at Timberwolf. To the extent there are eamings and sufficient 
cash to di^^ute, distributions will be made according to the followiag water^h 

• First, $41 millioR to LJM2 

• Second, distributions as necessary until LJM2 receives a 30% IRR over the termof the structure (unless the IRR was achieved 
through the $41 million distribution above) 

• Tliird, 100% to the ipecitU limited partnership interest. Grizzly I LLC. a wholly-owned subsjdiary of Enron 


DASH 

See attached. 


mil814S 
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IJM APPROVAL SHEET 

£m2 

ISSUES CHECKLIST 


CONflBENTSA. 


1. Sale Options 

a. If this transaction is a sale of an asset by Enron, whidt of the following options were considered and rejected: 

□Condor DJEDI II DThird Party ODirect Sale. Please explain: Not a sale of an asset by Enron 

b. Will this transaction be the most beneficial ahernaiivc to Enron? HYes ONo. If no, please explain: . 

c. Were any other bids/offers received in connection with this transaction? OYes 3No. Please explain; Private 

structured finance transaction 


2. Prior Obligations 

a. Does this transaction involve a Qualified Investment (as defined in the JEDI II partnership agreement)? OYes 0Nd. If 

yes, please explain how this issue was resolved: 

b. Was this transaction required to be offered to any other Enron affiliate or other party pursuant to a contractual or other 

obligation? DYes 0No. If yes, please explain; 

3. Terms of Transaction 

a. What are the benefits (financial and otherwise) to Enron in this transaction? DCash How DEamings 
0Other: Ability to hedge mark>to-markec exposure on investments in publicly and privately held companies 

b. Was this transaction done strictly or an arm’s-length basis? 0Yes ONo. If no, please explain: . 

c. Was Enron advised by any third party that this transaction was not fair, from a financial perspective, to Enron? 

OYes BNo. If yes, please expiain:^ • 

d. Are all UM expenses and out-of-pocket costs (including legal fees) being paid by UM? OYes 0No. If no, is 

this market standard or has the economic impact of paying any expenses and out-of-pocket costs been considered when 
responding to items l.b. and 3.b. above? 0Yes ONo. 

4. Compliance 

a. Will this transaction require disclosure as a Certain Transaction In Enron's proxy statement? 0Yes ONo. 

b. Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employee? 
□Yes HNo. 

c. Have ail Enron employees' involvement in this transaction on behalf of UM been waived by Enron’s Office of the 
Chairman inaccordance with Enron’s ConductofBustness AffairsPoIicy? 0Yes ONo. If no, please explain: 


d. Was this transaction reviewed and approved by Enron’s Chief Accounting Officer? 0Yes ONo. 

e. Was this transaction reviewed and approved by Enron’s Chief Risk Officer? BYes ONo. 

f. Has the Audit Committee of the Enron Corp. Board of Directors reviewed all Enron/UM transactions within the past 
twelve months? OYes BNo. (The Audit Cornmittee has not held a meeting since UM2's fbrrriation.) Have all 
recommendations of (he Audit Committee relating to Enron/UM transactions been taken into account in this ^ 


transaction? OYes 

□No. 
















C:lTaNmaiifBurll.LA1Afifn>«8LdiK: 
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UM APPROVAL SHEET CONTIBCIvTi 

P*fe 3 . ■ 


APPROVALS 

Name 

Signature 

Date 

Business Unit 

Ben Glisan 



Business Unit Legal 


/: ■ ' ‘ /J 


Enron Corp. Legal 

Rex Rogers 


7 

Global Finance Legal 

Scott Sefton 


ihsioo 

RAC 

Rick Buv 


-ih-fn 

Accounting 

Rick Causev 



Executive 

Jeff Skilling 

^ 0 
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ENRON DEAL SUMMARY 


DEAL NAME; Raptor II 
Originated: Enron Corp. 
Expected Closing Date: 6/30/00 
Expected Funding Date: 7/6/00 


Date Completed: June 26, 2000 
Investment Analyst: Trushar Patel 
Investm_ent Type; Equity 


INVESTMENT 

LJM2 Capital Commitment S 30,000.000 


DEAL DESCRIPTION 

Timberwolf I LLC (‘Timberwolf ’) is a special purpose entity organixed for the purpose of entering into certain derivative 
transactions. LJM2, through its 100% voting control of Timberwolf. has the unilateral ability to make the investment 
decisions for Timberwolf and is not contractually obligated to execute any derivative transactions with Enron. LJM2 will 
execute derivative transactions with Grizzly I LLC (“Grizzly”), a wholly-owned subsidiary of Enron, to the extent those 
investment decisions are aligned with LJM2’s investment objeenves. Enron, through Grizzly, will offer LJM2 the 
opportunity to execute derivative instruments relating to both public and private energy and telecommunication 
investments made by Enron. 


TRANSACTION SUMMARY 

■ On June 27. 2000, LJM2 will purchase 100% of the voting interest in Timberwolf for $30,(XX),(XX) 

" Timberwol f is a bankruptcy remote, special purpose vehicle thM will be capitalized with: 

• LJM2’s capital investment 

■ A series of forward sales on Enron shares ($500 million of gross value but 5350 million of net value after a 34.8% 
liquidity discount has been ascribed given the restrictions imposed on the underlying shares) resulting in ultimate 
ownership by Timberwolf of Enron common stock 

■ The sale of puts on [7 million] Enron shares with a strike of ($57.50). a maturity in [six months] from close and a 
premium due of [S5.5] per share. 

■ In exchange for the above capitalization. Timberwolf will provide Grizzly: (i) a $400 million note whose principal is 
convertible into derivatives, and (ii) a special limited partnership interest in Timberwolf initially valued at Sl.OiX). 

■ To limit Timberwolfs exposure to the mark-to-market movements of the underlying derivative transactions, 
Timberwolf and Grizzly agree to limit the notional amount of swaps and premiums paid as follows: (i) up to $1.3 
billion notional value of at-the-money swaps, (ii) up to $4(X) million of net premiums on other derivative transactions, 
and (iil) up to S 1 billion of loss on premium paid derivatives. 

• LIM2 will have a fair market value put for its membership interest in Timberwolf that allows LJM2 to put its interest 
back to Grizzly in the event that LJM2 has not received the greater of $4 1 million or a 30% IRR by December 27, 
2(X)0. Enron has provided support for Grizzly’s financial obligation under such an event in the form of a guaranty. 

■ At the maturity of the structure, Timberwolf will liquidate the excess value, if any, of the Enron shares under the 
forward sales over the derivative losses, if any, at Timberwolf and any principal outstanding on the Timberwolf note. 
The excess proceeds, if any, will be distributed to LJM2 and Grizzly in accordance with their capiul accounts and the 
distribution waterfall. 


INVESTMENT RETLRN SUMMARY 
Base Case Return 

It is expected that Timberwolf will have earnings and cash sufficient to distribute 541 million to LJM2 within six months. 
Distributions 

Timberwolfs distributions to equity holders will be limited by earnings at Timberwolf. To the extent there are earnings 
and sufficient cash to distribute, distributions will be made according to the following waterfall: 

• First, $41 million to LJM2 

• Second, distributions as necessary until LJM2 receives a 30% IRR over the term of the structure (unless the IRR 
was achieved through the $41 million distribution above) 

• Third, 100% to the special limited partnership interest. Grizzly I LLC, a wholly-owned subsidiary of Enron 
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Fair Market Value Put 

In the event that LJM2 has not receive uie greater of $4 ! millknt a* a 30% IRR on its investment by December 27, 2000, 
LJM2 will have a fair market value put whereby LIM2 can |n»t its interest in Timberwolf back to Grizzly, The fair market 
value of the membership interest is determined largely by Enron's stock price. 

Expenses 

Enron has agreed to cover all of LJM2's accounting and legal expenses related to this transaction. Enron will cover 
expenses related to formation of the structure as well as ongoing expenses. 
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APPROVALS 

Global Finance Originator 
Globa! Finance Legal 


Name 


^^_Ben^Hsan_ 
Scott Sefton 




Signature Date 

S • felasfoo 

u 


P>*e3 
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UM APPROVAL ShEET 


This Appro«i Shest should be used to approve Earon's panjc^doe in ray tr*Rsaciscm icrvolvinf UM Caytnaa, L.P. {“UMl”) or 
I ’• '1 Ca-fnvMtmeat. L.P. (~UM2*'). UMl and UM2 wiB ojtleceveiy be refened to as “UM", This Approval Sheet ts ia additico 
tv t in lieu oO any other Enron approvals that may be required. 

GENERAL 

Deal name: Nowa Sarayua 

Date Approval Sheet corrolcted: December 1". 1999 

Enmn person completing this form: S'iccie Alvino 

Expected closing date: December 20, 1999 

Business Unit: Enron Europe 

Business Unit Otigiiaton Anne Et^ley 

This transaction relates to QUMI and/or IHLJM2. 

This transaction is ZSa sale by Enron Da purchase by Enron Oa co-sale with Enron Da co-purchase with Enron and'or 
Sotber 

Person(s) negotiating for Enron; Anne Edgley, Maroun Abboudy, Qieryl Lipshuiz, Trusfaar Patel 

Persca(s) negotiating for UM: Michael Kopper 

Legal counsel for Esrw: Freshrtelds, London - Julian Makin 

Legal counsel for UM: Kirkland AEllis, Los Angeles -- Eva Davis ” 

DEAL DESCRIPTION [Insen shon descnption of the transaction involving'benveen Enron and LJM; do not describe the 
underlying asset or transaction.] 

LJf will purchase 75% of the Nowa Sarryna power project from Enron Europe. 


ECONOMICS [Insert shon descnption of the Enron economics of the transaction involving/between Enron and UM; do not 
describe the economics of d» underlying asset or nnsaction.] 

LJM2 will ^irchase ?S% of Enron’s economic interests in Enron Poland Investments B.V. for S30 MM. LJM2 is eatitiedto 75% of 
the cash Bow In the form of dividends and shareholder loans. 


DASH (Attach clw DASH relating to the underlying asset or ffrasactioa. Insert brief updatt on the DASH if the underiyisg asset or 
transaction has changed materially since the original DASH was completed.] 

Attached 


T^nrhfrwMiri wTit-r 
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UM APrROV.JO. SHEET 

P«g«2 

ISSUES CHECKLIST — — " 

1 . Safe Options 

a. If this transaction is a ^Ic of its asset by Enron, which rf’ 6e folfowtr^ options were considenKj and rejected: 

□Condor S3Mar£aux DEnserce □Rav>-hidc DIED! f OJED! II OCbewcc (STmid Pany QDirect Sale. Pkase explaat 

Tnird party couid not transact quickly enough. 

b. Will this iransacdcn be the raos! beneficial ahermuive 10 Enron"’ tSYes QNfi. If no, please explain: 

c. Were any other btds/cffers received is connection with feissnmaction? □'Yes SlKo. Pfcasc explain; The steri 

time ftarac to cransaciioii exKution, and the need few csitaajty of clowtre drove the cedsion not to seek other bids. 

2. Prior Obligation 

a. Does this iramaciiot! involve a QuaJif.ed Investment {« dsmed in the JEDI if partnership agreement)? OYesfSNo. If 

yes, please explain bow this issue was resolved; • _ 

b. Was this transaction required to be oiTered to any other &iron aHiiiate or odscr party pursuant to a cowractua! or other 

obligation? DYcs £SNo. If yes, please explain: 

3. Terms of Transactiori . • 

a. What are die benefits (rlnaacial and otherwise) m Enron in this traasaciion? DCasb flow BlEamings 
QO&er: 

b. Was this rransaction done strictly on an arm’s-lengtfi basis? HYes ONo. If no. please explain: 

c. Was Enron adviKd by any third party that this transaction was not fiife, from a financial perspective, to Enron? 

DYes CSNo. If yes, please expiaig- - . 

d. Alt all DM expenses and ouiof-pocket costs (including legal fees) being paid by UM? DYes ESINo. If no, is 
this market standard or has die economic inpaci of paying any expenses aod out-of-pocket cosits been considemd whes 
responding to hems l.b.and 3.b. above? iSYcs ONo. (market standard) 

4. Compliance 

a. Will this fiariSactioa ret^uire disclosure as a Certain Transaction In Enron's proxy statemeat? HYes DNo. 

b. Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron err^loyee? 
□Yes ENo. 

c. Ha« all Enron employees' iiivolvement in this transaction on behalf of UM been waived by Enron’s Office of the 
Dtainmn in accordance with Erroo's Conduct ofBusinessAfTairs Policy? iSYes DNo. If no, please explain; 


d. Has the Audit Comnunee of the Enron Corp. Board of Directors reviewed all Earoo/UM transactions within the past 
twelvemonths? DYes SINo. Haw all recommendations of the Audit Committee relating to Eoroa/UM 
tnn^ctions been taken into acentnt in this transaction? DYes DNo. 


AFEROVALS 

Business Unit 

Name 

John Shmiff 

Signature 

Date 

Business Unit Legal 

Mark Evans 



isron Corp. Legal 

Rex Roaers 

wmemmssm 

mEm 

Global Finance Legs! 

&oa Sefion 

1 


RAC 

Rick Buy 

K 

{ 

c 


Accountini 

lUck Causev 

J 

' 

£r live 

Je;? Skiliins 
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U.M A^fllOVAJ. SftET 

Nirl 

ISSUMCHeCJGJST' ^ 

i. 

4. IfiUtruiwrasD ut Mk of le au«t by guoa. vfekkof^* fs)k»v4 opKoai «i<ct eontidotodoad 

arr.nrlRr {TMarfan BSaterso QKaM-)i[i<i( Qj^t I I! OCOr^aa lX';krd ^sny QDiroet Sok. !*k«M«<9Ui£. 
! )iw4 eculd ms voatod otueU* «a 0 U|;t 

nacscsesbedK mo«i factual a}i«nui>< <e (ia»a? SlY« 8N'o. 

>*. W«T« aay otiuir bi<ii'eUm n««v«d t/i eemitcdot tks ff-aawcaon? DYw GBSo, Mm* 'Hi* »ltun 

f>«aic lo ttuuncu^ txtbuaeft, and it>< ac^ i* cm»inty of rloniff drs\e tfu dcoaioa nottt leeic oikcr kt4. 

3. frn? 0kli|4<^U 

k. Deca craBaocbos m'oh-c t Oual<fied Isvcioneut (a* dsAcad a ibr JEOI II pirewrtiup Kf^reemrafr* OYrsSKo- Uf 

y«, piMM Rxpliia J>u**'rhU bi» wii ttsolvtt: 

0. Wu ask n&Mt^oa fcinmcd a> a* nf^kmi us aay oreer f-teofi affdute or * sdatracRiti nr or&tr 

obtfrtoii? OYtf 3BNo. If yet. ykaM<:»l4tfc . . 

3. Terns of IrtfuacTiofi 

a. Wbeioc dtebcarfiu(flaao(fiaiaBdtitkKn>i«o)To Efirosae tUsmiaaenec? SCaabilow • GSCeraiafS 

OOdas .. ■ 

b. Wti aril iTias4Ktie& 'ioee laietiy an aa ca’i boat? OHYw ON©. If no. pfeai* oatiia: 

c Was ?jirtnt i by uy Ituri party dutThii (run cun wu not nv, frea a fatnn*^ penpoovr, fo Eenn? 

Oy*a S^o. Ifvf.o;Ma«<CTiiie 

<} Are tL- UM loipcnaq aarf <wit^f»pock« coik (jncjgtfen ktel fwt) beint p*tj by UM? OVa BDKe ff [^>.uo 

ihiH mitVft wotdard o< bit tke n.-enovnie uapc «f eaptun aod bUi<©f*poeIcet com bent ecmidtrad vier. 

mpoadiqt to iiriee Kb. and 3.b.ab«v«? OBYeo QNo. (touLet auiKlaitO 

4. Committee 

I WlUttUvajMrttAore^viradMMknaitCatunTnaaaer.ftoulBQS'i^nixyiakBeoT? BVe* QNe. 

b. wni tUi notavUnn etmli la tfiy eonpe&MOoe (a« d*(M by ib* proxy juiu; bem| paid t* toy Earon cnsbwa'' 
0¥u iVNe. 

e. Have all Seres estipleynt’ iuvoh'ooMt is dua naiaettoB o& b^alf of UM beta waived by Eutub’s Omn at the 
CbainaaB ia accordance vhhSafea't Coadttutof^taeatAffimPotk^ SYea OKo. if m. pkai* upbio. 


d Kao the Audit rsmmma* of the EarosGetp. Board of SirrciMa rmtwtd ail EvoaUM nasaeseat wkhin iit part 
t«elvt etnetha? OYca SKo. Ha*t *2 neoueBcedaimt nf tbe Audit CAtisainee reUtmi b E&(e»U^i 
niHMetioei b*ea tskea leu ■ce«aat in ibio tnamriioB? QYea QNe 


AmOYAlS 

Buiiicaxlhltl ' 
BttiiaeuUi^ Le^ 
Cenfi Catp. U^el 
Qebal Finaocr Lets] 
iuc 

Arcousbei 

Exeevti*^ 


HeOM 

Johnabrag 

Mart Bvasa 
Km Begm 
ScoB Paftoo 
_Rjcb Any 
Ridt raqyy 
J«ff Sbfll-M 
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UM approval sheet 

Page 2 

ISSUES CHECKLIST ^ ’ 

1. SaleOpcions 

a. U Utu raoucQoc is a tale uf to asset by Enron, whicb Of 'Jx foUowiAg opooBS wore cocstdered asd reieeted: 

□Cnftdoc EIMarpux DEaserco ORawhide niEDl I QTEDI E OCaswee I3Tbard Party ODaect Sale. Please explainr 

Taird party eauld not trai»act quisicly esovgb- 

b Will this crsssaceeu be die oiost benefkial alt«ruauv« lo enror.? BVet QNa. Jf do, piea.*i€ explaia; , 

e Were auy other bkla/'oPTers received in coszwcaao tvrth thu liaaauictiuR? OYea SNe. Please r^iain; The short 

time frame to ransaction e:(erutioa. and the need for ceruinty a; eiesure drove cbe decutoo oot tp seek ether bids. 

2. Phor ObligaooBS 

a. Does (his traoucoao iovoivc a QualiGed [nvesuneai (as defiaed ia the JED! H partaenhip tgr e eroent)? OYesODNo. If 

yw. please explain bow this ttsoe waa resolved . 

b. Was Uiis (TABsuuiiue requited to be offered to any other Sana affiliate or oclier parry pursuaat lo a eocmctual or other 

obUgaooD? QYes SlNo. If yci, please eiqjUio: ' 

3. TctusofTiusMboB 

a. What are the beoeGls (ftoaoeial and oderwtse) to Earaoia this nasicben? DCasb flow BEanuags , 

□Other 

b. Was this caiBacaon done strictly on aa tna'i-lenjth basis? OYes DNo. If no, please explain: 

c. Was Enron advised by any third parry that (bis transaction was not fair, front a AnanciaJ perspective, to Karon? 

□Yes DDNo. If vte. please explain: . 

d. Are all UM expeoses and out«f>pocket coau (iaeludiag legal fitet) being paid by UM? DYca DSKe. If ae, it 

this market standard or bes (be ecenomac impact of paying any expenses and oat*ot*pocket costs been considemd when 
recoding to items 1 .b. and J.b. above? (B Ya OHo. (market standard) 

4. Cospliaoee 

a. WiU Ibis trsAsaedon require diselosure as a Certain Transaction in Enroa's proxy statement? IB Yes DNo. 

b. Win this trinsaedaQ result in any compensadan (as defined by the proxy niles) bemg paid id any Enron employee? 
QYea SlNo. 

c. Have an Emon employees* tovolveoeni m this eansaction os behalf of UM been waived by Enoa's Office of the 
Chairman in accordanot with Enron's Conduct of Busiaeii Afbin Policy? CDYea QKo. If no, pteaac explain: 


1 Bss the Audit CwnuniitBe of lh« Earoa Corp. Board ef Directors teviewed all £axoo/UM tnnsactiom wibiia the put 
twelve months? OYes BINo. Hava all recomzaendatioas of the Audit Committee relanng lo Earoo/UM 
iraoMctiotB beea takes into aceount in this tramactiao^ OYes ONo. /2f^ev ’PhCfAT 


AfFROVALS 
Business Uoii 
Biuiness Unit L^al 
Eaton Corp. Legal 
Global Finance Legal 
RAC 

Accounting 

Executive 


Rick Causey 



i.h\ 
(31 . 



Jeflf Skifling 


\E\a.t>(y y 
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roiana investment summary 

DEAL NAME: Poland Osie Competed: E)ecefrd>er 17, 1999 

Orisisated: Enron Eurt^ levesiineai Aztiystsx Tmshar Patel, N’icok Alvtuo 

Expected Closing Date: December 20, J 999 Investment Type: Equity 

Expected Funding Date: December 21, 1999 


EXPECTED MAXIMUM COMITTMENTOF LJM2 


1 

Capiul Ccmniiintent 

S 30 MM 

1 

Poland Discount Rate Components: 




{Useii by Underwriting On>ypJ 




US Risk Free Rate {2vr) 

5.81% 

Sovereign Raring 

BBB-/Baa3 

Country Premium (Pol’ 04} 

2,00% 



Equity Premiuni (Underwriting) 

5.69% 



Discount Rate 

133% 




DEAL DESCRIPTION 


Purebsae of indirect 75% equity interest in the Nov/^ Sartyna Facility (“ENS”) located in southeastern Poland, a gas-fued 
heat and power station with a generatir^ capacity of 1 1 6 MW and theraal generating capacity of 70 MW. The Facility is 
located within the chemical complex of Orgaoika (state owned chemical producer). 

Power Sate: 

Electric power will be sold to the Polish Grid Company (sute owned owner and operator of Poland's transmission 
grid and principd purchaser and wholesale supplier of electricity in Poland) under a 20 year Power Delivery 
Agreement (“PDA”). The price of energy arwi capacity is expressed in zlotys but iiaicxed to die US dollar every 6 
months for die previous six mondrs. 

Fuel Supply: 

The Polish Oil and Gas Con^any (a state owned integrated monopoly that controls the enure aamral gas sector a 
Poland) will supply nanirai gas to ENS under a 20 year Fuel Supply AgreemenL The fixed and virtaWe price of 
fuel is passed through the power and steam sales agreements. ENS will not bear the risk of fuel price Huctuation as 
energy prices in the PDA and fuel costs in the Fuel Supply Agreement are indexed using dre same indices. 

Steam Sales; 

ENS has agreed to sell low and high pressure steam to Organlka (state owned cbenucal con^asy) uodn a 20 year 
steam sales agieement. This agreement represents approximately 90% of the Facility’s total thermal output. ENS 
is also negotiating to sell the remaining 10% of thermal energy to the City ofNowa Saxzyna for residential heating 
purposes. 

TRAJfSACTION SUMMARY 

Enron Europe Limited, through a 1 00%^wned a^tUate, Nowa Sarzyna Holding BV, owns ! 00% of the Nows Sarzyoa 
Facility. IJM2 will purchase 75% of Enron’s economic ownership interests and 75% voting interest8(reiatiQg to dividend 
and share issuance matters only) through a purchase of 75% of Enron Poland Investmeati BV. 

CASH FLOW SUMMARY 

With io 75% ownenhip of the economic interest in Enron Poland Investments BV, UM2 is entitled to 75% of the cash 
flows to the fomt of dividends and'or shareholder loans. 

RETURN SUMMARY 

Gives the underlyis^ assumptions of the Enron Europe Nowa Sarzyna model, LrM2 will pay $30 MM for 75% of E?L 
IJM2 is aking on full equity risk with no Enron guarantees, and has used a discount rate of 14.255% in valuing this 
isvesemest. LJM2 assumes they can sell the asset to a strategic buyer by 3/31/00 at the model discount tats of 13J% 


EXIT STRATEGY 

Enron Europe commits to make reasonable and best efforts to launch Project Margaux, a securitizaDOS of Enron Europe 
assets. If Margaux is launched, Margaux will make an offer to buy tbs asset to be included in the Margaux asset pool If 
Mar^ax ^ not launched by 3/3 1/00, EEL will make reasonable and best efforts to sell LJM2’s equity haeresis to a 
“qualiftedT third party buyer. 
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LJM Deal Approvil Sheet 


RISKS A.ND MITIGANTS 


Risk 

Eiescnption 

1 Miagation/Comments 

Plant Completion Risk 

Risk that project is i»t completed on 
time. 

Builder's all risk insurance and delay 
in start-up insurance at the project 
level, ENS, of which LJM2 owns 

73%. 

Operator Risk 

Rjsk that Operator wrill not operate and 
maintain the plant to meet contractual 
capacity and availability requirements. 

The project company has contracted 
with an afTiliate of Enron Corp., 

EE&CC to construct, operate and 
maintain the facility. Proven G£ 
frame 6B turbines will be used. 

Fuel Suppiy/Trice Risk 

Supply reliability and low volatility of 
fuel prices is critical to the plant 
performing to contractual requirements. 

The state gas & oil company will be 
fuel supplier under a 20yr agreement. 
The fixed and variable components of 
the ftiei cost will be passed through to 
the energY price in the PPA. 

Offtaker Credit Risk 

Risk that the offtaker will not be able to 
honor their obligations to pay for 
capacity and power deliv^-ed under the 
PPA. 

The offtaker will be the Polish Grid 
Cort^any (state owned power 
company), which solicited tenders for 
this project to satisfy the need to 
replace older coal fired plants (63% of 
their zeneraiion is over 2S years old). 

Regulatory Risk 

As pan of the new energy laws in 

Poland * the st^ly, transmission and 
distribution sectors may be privatized. 

The Polish Grid Company has the nght 
to assign the PPA to a private entity. 

The PPA also stipulates that any 
assignee assumes all obligations under 
the PPA, is capable and qualified m 
perform and its obligations under the >• 
PPA are guaranteed by the Polish Grid 
Company or an entity of comparable 
creditworthiness to the Polish Grid 
Company. The Polish Grid Company 
cannot assign the PPA without prior 
written consent from ENS. 

Environmcnul/Pernuning Risks 

Risk that the required permits are not 
obtained to proceed with commercial 
ooerations. 

AU permits have been obtained. 

Inflation Risk 

Risk of value betng eroded due to 
inflation. 

Contracts are structured to escalate 
with inflation indexes. 

Currency Risk 

Payments are to be made in Zlotys. 

Zloty payments are indexed to the US 
dollv and adjustments are made every 
six months for the previous six^month 
Dcriod. 

Political Risk 

Country specific events that may 
degrade anticipated revenues and 
returns from the project. 

LJM2 will be provided with an 
insurance policy underwritten by 

Enron, with payment guaranteed by 
Enron which will mirror the sovereign 
risk policy in place for the project at 
orcsent. 
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coNrsEEF^r:-: 


Privileged and Confidential; 
Attorney Work Product 
9/21/01 

Outline of joints to Discuss 
With Ken Lav^ and Jim Derrick 

1 . Scope of undertaking 


a. Review of factual information raised by anonymous 
letter 


b. Per early discussion with Jim Derrick, decision made 
not to engage independent accountant at this stage 


c. Determine whether the facts warrant a further 
independent legal or accounting investigation 


d. Caveats: 

(1 ) No second-guessing of accounting treatment by 
AA 


(2) No detailed transaction analysis 


(3) No discovery-style investigation 


VEL 01128 



CONriSeMTiAt 


2. Activities undertaken 

a. Review of selected documents 

(1 ) Board and committee minutes and presentations 

(2) Public filings 

(3) Deal approval sheets and investment summaries 

(4) Miscellaneous materials 

b. Interviews with key Enron and AA personnel 

(1) AndyFastow 

(2) Rick Causey 

(3) Rick Buy 

(4) Greg Whaliey 

(5) Jeff McMahon 

(6) Jordan Mintz 


- 2 - 
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CONnSENTIAL 

(7) Mark Koenig/Paula Rieker 

(8) Sherron Watkins 

(9) David Duncan/Debra Cash (AA) 

3. Identification of primary concerns 


a. Inherent conflict of interest by Andy Fastow's 
ownership in LJM 


b. Accounting treatment of Condor and Raptor 
structures 


c. Adequacy of disclosures to reflect the true nature of 
the Condor and Raptor vehicles 


d. Overlay of poor investment performance and 
impact on Enron's financial statements 


- 3 - 
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CONfiocN'TiAL 


4. Conflict of interest - findings 


a. LJM was fully disclosed and approved in advance 


b. Special approval procedures were adopted and 
utilized on transactions involving UM 


c. LJM transactions were reviewed by audit 

committee and finance committee on annual basis 


d. No apparent economic harm to Enron as a result of 
the following perceived conflicts of interest; 


(1 ) Pressure on Enron employees who negotiated 
with LJM, but who ultimately report to Fastow 


(2) Potential tie-in between Enron business and 
investment in LJM 


- 4 - 
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CONritSENTliiL 


5. Accounting issues - findings 


a. All material facts of Condor and Raptor transactions 
appear to have been disclosed to and reviewed by AA 


b. In several areas, AA relied on business judgment 
of Enron 


(1 ) Business purpose of specific transactions 


(2) Valuation of assets placed in Condor and 
Raptor structures 


c. Enron and AA representatives both acknowledge 
that the accounting treatment is aggressive, but 
no reason to believe inappropriate from a technical 
standpoint 


- 5 - 
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cowriscK;-: 


d. AA's audit opinion and report to audit committee 
imolicitly apo'oves of the tranpqctions involving 
■ .cbrand. or structures 


6. Adequacy of disclosures - findings 


a. AA is comfort? : le with the footnok s to the financials 
describing th^ Condor and Raptor structures and 
other LJM transactions 


b. One could always argue that disclosures contained in 
proxy solicitations, management's discussions and 
analysis of financials and financial footnotes could be 
more detailed 


- 6 - 
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COMriDENTSAL 


7. Bad cosmetics 

a. Concern frequently expressed that the transactions 
with Condor and Raptor would not look good if 
subjected to a Wall Street Journal expose or a class 
action lawsuit 


b. The concerns are fueled by: 

(1 ) use of Enron stock to support transactions with 
Condor and Raptor 


(2) recognizing earnings through derivative 
transactions with Raptor when it could be argued 
that there was no true "third party" involved 


(3) because both merchant investment value and 
Enron stock have fallen, the Raptor entities may 
not be able to repay their debt to Enron, thus 
raising the question "Who ultimately bears this 
loss?" 


- 7 - 
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CONriOENTiAL 


(4) the inherent conflict of interest issue 

(a) valuation 

(b) timing 


c. Notwithstanding these bad cosmetics, Enron 
representatives uniformly stated that the Condor and 
Raptor vehicles were clever, useful vehicles that benefitted 
Enron 


8. Conclusion: 


a. The facts disclosed through this review do not warrant 
further investigation by independent counsel and 
auditors, 


b. Bad cosmetics and poor market conditions give rise to 

the serious risks of adverse publicity and litigation. 


- 8 - 
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CeNnUENTlAL 


c. AA will want assurances that this review did not 
disclose facts previously unknown to them (which 
raises the issue of waiver of the attorney client 
privileges). AA will want the following assurances, at 
a minimum, 


(1 ) that Enron had no agreement with LJM that LJM 
would not lose money; 


(2) that Enron paid no fees to LJM in excess of those 
disclosed to AA. 


Houston 660650.1 


- 9 - 
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Dear Mr.. Lay, 

Has Enron become a risky place to work? For those of us who didn’t get rich over the last few 
years, can we afford to stay? 

Skilling’s abrupt departure will raise suspicions of accounting improprieties and valuation issues. 
Enron has been very aggressive in its accounting - most notably the Raptor transactions and the 
Con^ftvehicie. We do have valuation issues with our international assets and possibly some of 
our’l®^ MTM positions. 

The spotlight will be on us, the market just can’t accept that Skilling is leaving his dream job. I 
think that the valuation issues can be fixed and reported with other goodwill write-downs to occur 
in 2002. How do we fix the Raptor and Condor deals? They unwind in 2002 and 2003, we will 
have to pony up Enron stock and that won’t go unnoticed. 

To the layman on the street, it will look like we recognized funds flow of $800 mm from merchant 
asset sales in 1999 by selling to a vehicle (Condor) that we capitalized with a promise of Enron 
stock in later years. Is that really funds flow or is it cash from equity issuance? 

We have recognized over $550 million of fair value gains on stocks via our swaps with Raptor, 
much of that stock has declined significantly - Avici by 98%, from $178 mm to $5 mm. The New 
Power Co by 70%, from $20/share to $6/share. The vdue in the swaps won’t be there for Raptor, 
so once again Enron will issue stock to offset these losses. Raptor is an UM entity. It sure looks 
to the layman on the street that we are hiding losses in a related company and will compensate that 
company with Enron stock in the future. 

I am incredibly nervous that we will implode in a wave of accounting scandals. My 8 years of 
Enron work history will be worth nothing on my resume, the business world will consider the past 
successes as nothing but an elaborate accounting hoax. Skilling is resigning now for ’personal 
reasons’ but I think he wasn’t having fun, looked down the road and knew this stuff was unfixable 
and would rather abandon ship now than resign in shame in 2 years. 

Is there a way our accounting guru’s can unwind these deals now? I have thought and thought 
about how to do this, but I keep bumping into one big problem - we booked the Condor and 
Raptor deals in 1999 and 2000, we enjoyed a wonderfully high stock price, many executives sold 
stock, we then try and reverse or fix the deals in 2001 and it’s a bit like robbing the bank in one 
year and trying to pay back it back 2 years later. Nice try, but investors were hurt, they bought at 
$70 and $80/share looking for $I20/share and now they’re at $38 or worse. We are under too 
much scrutiny and there are probably one or two disgruntled ‘redeployed’ employees who know 
enough about the ’funny’ accounting to get us in trouble. 


What do we do? I know this question cannot be addressed in the all employee meeting, but can 
you give some assurances that you and Causey will sit down and take a good hard objective look 
at what is going to happen to Condor and Raptor in 2002 and 2003? 

m 00848 



Summary of alleged issues: 


Raptor 

Entity was capitalized with UM equity. That equity is at risk; however, the investment was 
completely offset by a cash fee paid to LJM. If the Raptor entities go bankrupt UM is not 
affected, there is no commitment to contribute mote equity. 

The majority of the capitalization of the Raptor entities is some form of Enron N/P, restricted 
stock and stock rights. 

Enron entered into several equity derivative transactions with the Raptor entities locking in our 
values for various equity investments we hold. 

As disclosed, in 2000, we recognized $500 million of revenue from the equity derivatives offset 
by market value changes in the underlying securities. 

This year, with the value of our stock declining, the underlying capitalization of the Raptor entities 
is declining and Credit is pushing for reserves against our MTM positions. 

To avoid such a write-down or reserve in Q1 2001, we ‘enhanced’ the capital structure of the 
Raptor vehicles, committing more ENE shares. 

My understandingof the Q3 problem is that we must ‘enhance’ the vehicles by $250 million. 

I realize that we have had a lot of smart people looking at this and a lot of accountants including 
AA&Co. have blessed the accounting treatment. None of that will protect Enron if these 
transactions are ever disclosed in the bright light of day. (Please review the late 90’s problems of 
Waste Management - where AA paid $130+ mm in litigation re: questionable accounting 
practices). 

The overriding basic principle of accounting is that if you explain the ‘accounting treatment’ 
to a man on the street, would you influence his investing decisions? Would he sell or buy the 
stock based on a thorough understanding of the facts? If so, you best present it correctly 
and/or change the accounting. 

My concern is that the footnotes don’t adequately explain the transactions. If adequately 
explained, the investor would know that the “Entities” described in our related party footnote are 
thinly capitalized, the equity holders have no skin in the game, and all the value in the entities 
comes from the underlying value of the derivatives (unfortunately in this case, a big loss) AND 
Enron stock and N/P. Looking at the stock we swapped, I also don’t believe any other company 
would have entered into the equity derivative transactions with us at the same prices or without 
substantial premiums from Enron. In other words, the $5(X) million in revenue in 2(XX) would 
have been much lower. How much lower? 
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Raptor looks to be a big bet, if the underiying stocks did well, then no one would be the wiser. If 
Enron stock did well, the stock issuance to these entities would decline and the transactions would 
be less noticeable. All has gone against us. The stocks, most notably Hanover, The New Power 
Co., and Avici are underwata- to great or lesser degrees. 

I firmly believe that executive management of the company must have a clear and precise 
knowledge of these transactions and they must have the transactions reviewed by objective experts 
in the fields of securities law and accounting. I believe Ken Lay deserves the right to judge for 
himself what he believes the probabilities of discovery to be and the estimated damages to the 
company from those discoveries and decide one of two courses of action: 

1. The probability of discovery is low enough and the estimated damage too great; therefore 
we find a way to quietly and quickly reverse, unwind, write down these 
positions/iransactions. 

2. The probability of discovery is too greal, the estimated damage to the company too great; 
therefore, we must quantify, develop damage containment plans and disclose. 

I firmly believe that the probability of discovery significantly increased with Skilling’s shocking 
departure. Too many people are looking for a smoking gun. 



Condor and Raptor work: 


1. Postpone decision on filling office of the chair, if the current decision includes 
CFO and/or CAO. 

2. Involve Jim Derrick and Rex Rogers to hire a law firm to investigate the 
Condor and Raptor transactions to give Enron attorney client privilege on the 
work product. (Can’t use V&E due to conflict - they provided some true sale 
opinions on some of the deals). 

3. Law firm to hire one of the big 6, but not Arthur Andersen or 
PricewaterhouseCoopeis due to their conflicts of interest: AA&Co (Enron); 
PWCOUM). 

4. Investigate the transactions, our accounting treatment and our future 
commitments to these vehicles in the form of stock, N/P, etc.. 

For instance: In Q3 we have a $250 mm problem with Raptor 3 (NPW) if we 
don’t ‘enhance’ the capital structure of Raptor 3 to commit more ENE shares. 
By the way: in Q1 we enhanced the RaptorS deal, committing more ENE 
shares to avoid a write down. 

5. Develop clean up plan: 

a. Best case: Clean up quietly if possible. 

b. "Worst case: Quantify, develop PR and IR campaigns, customer assurance 
plans (don’t want to go the way of Salomon’s trading shop), legal actions, 
severance actions, disclosure. 


6. Personnel to quiz confidentially to determine if I’m all wet: 

a. Jeff McMahon 

b. Mark Koenig 

c. Rick Buy 

d. Greg Whalley 
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Ce«f»3KNT!AL 

Dear Mr. Lay, 

Skilling’s ^rupt <teparture will raise suspicions of acc<»Jiiting improprieties and valuation issues. 

Enron has been very aggressive in its accounting - most notably the Raptor transactions and the 
Condor vehicle. We do have valuation issues with our international assets and possibly some of 
our EES MTM positions. 

The spotlight will be on us, the market just can’t accept that Skilling is leaving his dream job. I 
think that the valuation issues can be fixed and reported with other goodwill write-downs to occur 
in 2002. How do we fix the Raptor and Condor dcsds? They unwind in 2002 and 2W}3, we will 
have to pony up Enron stock and that won’t go unnoticed. 

To die layman on the street, it will look like we recognized funds flow of $800 mm from merchant 
asset sales in 1999 by selling to a vehicle (Condor) that we capitalized with a promise of Ennm 
stock in later years. Is that really funds flow or is it cash from equity issuance? 

We have recognized over $550 million of fair value gains on stocks via our swaps with Rapt<»‘, 
much of that stock has declined significantly - Avici by 98%, from $178 mm to $5 mm, The New 
Power Co by 70%, from $20/share to $6/share. The value in the swaps won’t be there for Raptor, 
so once again Enron will issue stock to offset these losses. Raptor is an DfM entity. It sure looks 
to the la^an on the street that we are hiding losses in a related company and will compensate that 
company with Enron stock in the future. 

I am incredibly nervous that we will implode in a wave of accounting Icandals. The business 
world will consider the past successes as nothing but an elaborate accounting hoax. Skilling is 
resigning now for ‘personal reasons’ but I think he wasn’t having fun, looked down the road and 
knew this stuff w^'unfixable and would rather abandon ship now than resign in shame in 2 years. 

Is there a way our accounting guru’s can unwind these deals now? I have thought and thought 
about how to do this, but I keep bumping into one big problem - we booked the Condor and 
Raptor deals in 1999 and 20(W, we enjoyed a wontterfully high stock price, many executives sold 
stock, we then try and reverse or fix the deals in 2001 and it’s a bit like robbing the bank in one 
year and trying to pay it back 2 years later. Nice try, but investors were hun, they bou|^ at $70 
and $80/share looking for $120/8hare and now they’re at $38 or worse. We are under too much 
scrutiny and there are probably one or two disgruntled ‘redeployed’ employees who know enough 
about the Tunny' accounting to get us in trouble. 
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Summary of accounting irregularities: 


Raptor 

The Raptor entities were capitalized with UM equity. The contributed equity is technically at 
risk; however, the investment was completely offset by some sort of cash structuring fee paid to 
LJM. If the Raptor entities go bankrupt UM is not affected, there is no commitment to contribute 
more equity. 

The majority (i.e., 99%) of the capitalization of the Raptor entities is some form of Enron N/P, 
restricted stock' and contingent stock rights. 

Enron entered into several equity derivative transactions with the Raptor entities locking in our 
values for various equity investments we hold. 

As disclosed, in 2(X)0, we recognized $500 million of revenue from the equity derivatives offset 
by market value changes in the underlying securities. 

This year, with the value of our stock declining, the underlying capitalization of the Raptor entities 
is declining and Credit is pushing for reserves against our MTM positions. 

To avoid such a write-down or reserve in Q1 2001, we ‘enhanced’ the capital structure of the 
Raptor vehicles, committing more ENE shares. 

My understanding ofthe Q3 problem is that we must ‘enhance’ the vehicles by $250 million. 

I realize that we have had a lot of smart people looking at this and a lot of accountants including 
AA&Co. have blessed the accounting treatment. None of that will protect Enron if these 
transactions are ever disclosed in the bright light of day. (Please review the late 90’s problems of 
Waste Management - where AA paid $7mm (sued foiSl30+ mm) in litigation re: questionable 
accounting practices). 

One of the overriding basic principles of accounting is that if you explain the ^accounting 
treatment’ to a man on the street, would you influence his investing decisions? Would he sell 
or buy the stock based on a thorough understanding of the facts? If so, you best present it 
correctly and/or change the accounting. 

My concern is that the footnotes don’t adequately explain the transactions. If adequately 
explained, the investor would know that the “Entities” described in our related party footnote are 
thinly capitalized, the equity holders have no stdn in the game, and all the value in the entities 
comes from the underlying value of the derivatives (unfortunately in this case, a big loss) AND 
Enron stock and N/P. Looking at the stock we swapped, I also don't believe any other company 
would have entered into the equity derivative transactions with us at the same prices or without 
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substantial premiums from Enron. In other words, the S5(^ million in revenue in 2000 would 
have been much lower. How much lower? 

Raptor looks to be a big bet, if the underlying stocks did well, then no one would be the wiser. If 
Enron stock did well, the stock issuance to these entities would decline and the transactions would 
be less noticeable. All has gone against us. The stocks, most notably Hanover, The New Power 
Co., and Avici are underwater to great or lesser degrees. 

I firmly believe that executive management of the company must have a clear and precise 
knowledge of these transactions and they must have the transactions reviewed by objective experts 
in the fields of securities law and accounting. I believe Ken Lay deserves the right to judge for 
himself what he believes the probabilities of discovery to be and the estimated damages to the 
company from those discoveries and decide one of two courses of action; 

1. The probability of discovery is low enough and the estimated damage too great; therefore 
we find a way to quietly and quickly reverse, unwind, write down these 
positions/transactions. 

2. The probability of discovery is too great, the estimated damage to the company too great; 
therefore, we must quantify, develop damage containment plans and disclose. 

I firmly believe that the probability of discovery significantly increased with Skilling’s shocking 
departure. Too many people are looking for a smoking gun. 
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To put the accounting treatment in perspective I offer the following: 

1. We’ve contributed contingent Enron equity to the Raptor entities. Since it’s 
contingent, we have the consideration given and received at zero. We do, as Causey 
points out, include the shares in our fully diluted computations of shares outstanding if 
the current economics of the deal imply that Enron will have to issue the shares in the 
future. This impacts 2002 - 2004 EPS projections only. 

2. We lost value in several equity investments in 2000. $500 million of lost value. These 
were fair value investments, we wrote them down. However, we also booked gains 
from our price risk management transactions with Raptor, recording a correspondinv 
PRM account receivable from the Raptor entities. That’s a $500 million related party 
transaction - it’s 20% of 2000 ffllT, 51% of Ml pre tax, 33% of NI after tax. 

3. Credit reviews the underlying capitalization of Raptor, reviews the contingent shares 
and determines whether the Raptor entities will have enough capital to pay Enron its 
$500 million when the equity derivatives expire. 

4. The Raptor entities are technically bankrapt; the value of the contingent Enron shares 
equals or is Just below the PRM account payable that Raptor owes Enron. Raptor’s 
inception to date income statement is a $500 million loss. 

5. Where are the equity and debt investors that lost out? UM is whole on a cash on cash 
basis. Where did the $500 million in value come from? It came from Enron shares. 

Why haven’t we booked the transaction as $500 million in a promise of shares to the 
Raptor entity and $500 million of value in our “Economic Interests” in these entities? 
Then we would have a write down of our value in the Raptor entities. We have not 
booked the latter, because we do not have to yet. Technically, we can wait and face the 
music in 2002 - 2004. 

6. The related party footnote tries to explain these transactions. Don’t you think that 
several interested companies, be they stock analysts, journalists, hedge fund managers, 
etc., are busy trying to discover the reason Skilling left? Don’t you think their smanest 
people are pouring over that footnote disclosure tight now? I can just hear the 
discussions - “It looks like they booked a $500 million gain from this related party 
company and I think, from all the undecipherable Vz page on Enron’s contingent 
contributions to this related party entity, I think the related party entity is capitalized 

with Enron stock.” "No, no, no, you must have it all wrong, it can’t be that, 

that’s just too bad, too fraudulent, surely AA&Co wouldn’t let them get away with 

that?” “Go back to the drawing board, it’s got to be something else. But find 

it!” “Hey, just in case you might be right, tiy and find some insiders or 

‘redeployed’ former employees to validate your theory." 
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Condor and Raptor work: 


1. Postpone decision on filling office of the chair, if the current decision includes 
CFO and/or CAO. 

2. Involve Jim Derrick and Rex Rogers to hire a law firm to investigate the 
Condor and Raptor transactions to give Enron attorney client privilege on the 
work product. (Can’t use V&E due to conflict - they provided some true sale 
opinions on some of the deals). 

3. Law firm to hire one of the big 6, but not Arthur Andersen or 
PricewateriiouseCoopers due to their conflicts of interest: AA&Co (Enron); 
PWC (UM). 

4. Investigate the transactions, our accounting treatment and our future 
commitments to these vehicles in the form of stock, N/P, etc.. 

For instance; In Q3 we have a $250 mm problem with Raptor 3 (NPW) if we 
don’t ‘enhance’ the capital structure of Raptor 3 to commit more ENE shares. 
By the way; in Q1 we enhanced the Raptor 3 deal, committing more ENE 
shares to avoid a write down. 

5. Develop clean up plan: 

a. .Best case: Clean up quietly if possible. 

b. Worst case: Quantify, develop PR and IR campaigns, customer assurance 
plans (don’t want to go the way of Salomon’s trading shop), legal actions, 
severance actions, disclosure. 

6. Personnel to quiz confidentially to detennine if I’m all wet: 

a. Jeff McMahon 

b. Mark Koenig 

c. Rick Buy 

d. GregWhailey 
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Summary of Raptor oddities: 


I. The accounting treatment looks questionable. 

a. Enron booked a $500 mm gain from equity derivatives from a related pany. 

b. That related party is thinly capitalized, with no party at risk except Enron. 

c. It appears Enron has supported an income statement gain by a contribution of 
its own shares. 

One basic question: The related party entity has lost $500 mm in its equity 
derivative transactions with Enron. Who bears that loss? 1 can't find an equity or 
debt holder that bears that loss. Find out who will lose this money. Who will 
pay for this loss at the related party entity? 

If it's Enron, from our shares, then I think we do not have a fact pattern that 
would look good to the SEC or investors. 


2. The equity derivative transactions do not appear to be at arms length. 

a. Enron hedged New Power, Hanover, and Avici with the related party at what 
now appears to be the peak of the market. New Power and Avici have fallen 
away significantly since. The related party was unable to lay off this risk. 
This fact pattern is once again very negative for Enron. 

b. I don’t think any other unrelated company would have entered into these 
transactions at these prices. What else is going on here? What was the 
compensation to the related party to induce it to enter into such transactions? 


3. There is a veil of secrecy around UM and Raptor. Employees question our 
accounting propriety consistently and constantly. This alone is cause for concern. 

a. Jeff Mc.Mahon was highly vexed over the inherent conflicts of UM. He 
complained mightily to Jeff Skilling and laid out 5 steps he thought should 
be taken if he was to remain as Treasurer. 3 days later, Skilling offered 
him the CEO spot at Enron Industrial Markets and never addressed the 5 
steps with him, 

b. Cliff Baxter complained mightily to Skilling and all who would listen 
about the inappropriateness of our transactions with UM. 

c. I have heard one manager level employee from the principle investments 
group say "I know it would be devastating to ail of us, but I wish we 
would get caught. We’re such a crooked company.” The principle 
investments group hedged a large number of their investments with 
Raptor. These people know and see a lot. Many similar comments are 
made when you ask about these deals. Employees quote our CFO as 
saying that he has a handshake deal with Skilling that UM will never lose 
money. 
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4. Can the General Counsel of Enron audit the deal trail and the money trail between 
Enron and UM/Raptor and its principals? Can he look at LJM? At Raptor? If the CFO 
says no, isn’t that a problem? 
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Vinson &Elkins 

ATTOKNEYS AT LAW 

VINSON & LLKINS L.l.P. 

2 JOO FIRST CITY TOWIER 
loot FANNIN SITIEET 
HOUSTON, TEXAS 77001.E7E0 
TELEPHONE (713) 758-2273 

Telephone: (713) 758-2546 FAX (7i3) 758-2346 

E-Mail: mhendnck@velaw.com 


C0NrS3EIS!T!AL 


Facsimile: (713) 615-5251 


October 15, 2001 


Privileged and Confidential: 
Attorney-Client Communication 
and Attorney Work Product 

Mr. James V. Derrick, Jr. 

Executive Vice President and General Counsel 
Enron Corp. 

1400 Smith Street 
Houston, Texas 77002 


Re: Preliminary Investigation of Allegations of an Anonymous Employee 


Dear Jim: 

You requested that Vinson & Elkins L.L.P. ("V&E") conduct an investigation Into certain 
allegations initially made on an anonymous basis by an employee of Enron Corp. ("Enron"). Those 
allegations question the propriety of Enron’s accounting treatment and public disclosures for certain 
deconsolidated entities known as Condor or Whitewing and certain transactions with a related party, 
LJM, and particularly transactions with LJM known as Raptor vehicles. The anonymous employee 
later identified herself as Sherron Watkins, who met with Kenneth L. Lay, Chairman and Chief 
Executive Officer of Enron, for approximately one hour to express her concerns and provided him 
with materials to supplement her initial anonymous letter. This letter constitutes our report with 
respect to our investigation and sets forth the scope of our review, the activities undertaken, the 
identification of primary concerns, and our analysis and conclusions with respect to those concerns. 

1. Scope of Undertaking 

In general, the scope of V&E's undertaking was to review the allegations raised by Ms. 
Watkins' anonymous letter and supplemental materials and to conduct an investigation to determine 
whether the facts she has raised warrant further independent legal or accounting review. 

By way of background, some of the supplemental materials provided by Ms. Watkins 
proposed a series of steps for addressing the problems she perceived, which included retention of 
independent legal counsel to conduct a wide-spread investigation, and the engagement of 
independent auclitors, apparently for the purpose of analyzing transactions in detail and opining as 
to the propriety of the accounting treatment employed by Enron and its auditors Arthur Andersen 
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L.L.P. ("AA"). In preliminary discussions with you, it was decided that our initial approach would 
not involve the second guessing of the accounting advice and treatment provided by AA, that there 
would be no detailed analysis of each and every transaction and that there would be no full scale 
discovery style inquiry. Instead, the inquiry would be confined to a determination whether the 
anonymous letter and supplemental materials raised new factual information that would warrant a 
broader investigation. 

2. Activities Undertaken 

Our preliminary investigation included the review of selected documents provided to us by 
Enron and from our internal sources, interviews with key Enron and AA personnel and discussions 
with V&E attorneys who are familiar with legal issues addressed by Enron in connection with the 
subject transactions. The focus, of course, was to identify background information, disclosures and 
personal views with respect to the Condor/Whitewing and Raptor vehicles and Enron's relationship 
with LJM. 

Documents reviewed in this process included excerpts of meetings of Enron's Board of 
Directors, including minutes of meetings of the Audit and Finance Committees of the Board, various 
public filings of Enron (annual reports, 10-K’s, 10-Q’s), documents relating to Enron's transactions 
with LJM, including Deal Approval Sheets and Investment Summaries, and various miscellaneous 
materials in the nature of presentations and memoranda. The focus of our document review was to 
determine whether the requisite approval of the transactions referenced in the anonymous letter had 
been obtained from Enron's Board and its committees, the nature of the disclosures made with 
respect to the transactions and relationships questioned by the anonymous letter and supplemental 
materials and to provide general background information. 

Interviews were also conducted with various Enron personnel based either on their 
connection with the transactions involving Condor/Whitewing, LJM and Raptor, or because they 
were identified in materials provided by Ms. Watkins as persons who might share her concerns. 
Those persons interviewed were: Andrew S. Faslow, Executive Vice President and Chief Financial 
Officer; Richard B. Causey, Executive Vice President and Chief Accounting Officer; Richard B. 
Buy, Executive Vice President and Chief Risk Officer; Greg Whalley, President and Chief Operating 
Officer (formerly Chainnan of Enron Wholesale); Jeffrey McMahon, President and Chief Executive 
Officer, Enron Industrial Markets (formerly Treasurer of Enron) ; Jordan H. Mintz, Vice President 
and General Counsel of Enron Global Finance; Mark E. Koenig, Executive Vice President, Investor 
Relations; Paula H. Ricker, Managing Director, Investor Relations; and Sheixon Watkins, the author 
of the anonymous letter and supplemental materials. 

Interviews were also conducted with David B. Duncan and Debra A. Cash, both partners with 
AA assigned to the Enron audit engagement. 
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In addition to the foregoing formal interviews, discussions were likewise held with Rex 
Rogers, Vice President and Assistant General Counsel of Enron, and Ronald T. Astin of V&E 
regarding general background information and the identification of specific issues relating to the 
matters raised by the anonymous letter and supplemental materials. 

After completing interviews with all of the foregoing individuals, supplemental interviews 
were conducted with Andrew S. Faslow and Richard B. Causey of Enron and David B. Duncan and 
Debra A. Cash of AA to confirm certain information learned in the overall interview process. 

As we initially discussed, we limited our interviews (with the exception of the AA partners 
mentioned above) to individuals still employed with Enron. Therefore, we did not interview 
individuals no longer with Enron mentioned in the anonymous letter or supplemental materials or 
any third party related to LJM. 

3. Identification of Primary Concerns 

Our preliminary investigation revealed four primaiy areas of concern expressed by Ms. 
Watkins anonymous letter and supplemental materials. Accordingly, our document review and 
interview process focused on those areas of concern and whether the facts raised by Ms. Watkins' 
anonymous letter and supplemental materials presented any new information as to those matters that 
may warrant further independent investigation. Those areas of primary concern are as follows: 

a. the apparent conflict of interests by Mr. Fastow’s ownership in LJM; 

b. the accounting treatment accorded the Condor and Raptor structures in Enron's 

financial statements; 

c. the adequacy of public disclosures of the Condor and Raptor transactions; and 

d. the potential impact on Enron’s financial statements as a result of the 

Condor/Whitewing and Raptor vehicles because of the decline in value of the 
merchant investments placed in those vehicles as well as the decline in the market 
price of Enron common stock. 

Our findings and conclusions with respect to each of these areas of concern are set forth 
separately below. 

4. Conflict of Interest 

Mr. F astow actually organized two separate investment partnerships. The first, UM-Cayman 
L.P. ( LJMl "), was launched in June, 1 999. The LJM concept appears to have been fully discussed 
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with the Office of the Chairman and was presented to and approved by Enron’s Board of Directors 
at a special meeting on June 28, 1 999. That approval included the Board’s waiver of Enron's code 
of ethics to permit Mr. Fastow to act as the general partner of LJMl . The primary purpose for the 
organization of LJM 1 was to establish a non-Enron entity with which Enron could enter into a swap 
transaction to hedge its investment in Rhythms NetCommunicaiions. It was likewise recognized that 
LJM might negotiate to purchase additional assets in Enron’s merchant portfolio. LJM raised $16 
million in outside equity, invested in a Raptor vehicle that entered into a swap for Rhythms 
NetCommunications and also purchased a sufficient portion of Enron's equity in the Cuiaba power 
plant in Brazil to allow Enron to deconsolidate that project. 

The second investment partnership - LJM2 Co-Investment, L.P . ("LJM2 ) - was organized 
in October, 1999.’ At an October 11, 1999 meeting of the Finance Committee of the Board of 
Directors, Enron's activities with LJM 1 were reviewed and the proposal for transacting business with 
LJM2 was discussed and approved. The Board of Directors, at its meeting on October 12, 1999, 
waived Enron's code of ethics to permit Mr. Fastow to serve as general partner of LJM2 and 
established guidelines for Enron’s transaction of business with LJM2. Those included: (i) no 
obligation to do transactions between Enron and LJM2; (ii) the Chief Accounting and Risk Officers 
would review, and where appropriate, approve transactions with LJM2; (iii) there would be an 
annual review by the Board's Audit Committee of completed transactions or recommendations, as 
appropriate; and (iv) there would be an annual review as to the application of the Company's code 
of ethics to assure that such transactions would not adversely affect the best interests of the 
Company. 

The LJM2 partnership raised $349 million in equity from investors ranging from commercial 
and investment banks, insurance companies, public and private pension funds and high net worth 
individuals. LJM2 has engaged in approximately 21 separate transactions with Enron. 

Pursuant to the Board's guidelines, special procedures were adopted and utilized for the 
transaction of business with LJM. Those procedures included the preparation of a special LJM2 
Deal Approval Sheet ("DASH") that would be prepared for every Enron/LJM2 transaction generally 
describing the nature of the commercial transaction and the relevant economics. Approval w^ also 
required by a variety of senior level commercial, technical and commercial support professionals. 
DASH was supplemented by an LJM approval process checklist testing for compliance with Board 
directives for transactions with LJM2, including questions addressing the following. 

• alternative sales options and counter-parties. 


' The initial LJM partnership was then referred to as "LJM 1 ." LJM 1 and LJM2 will 
be referred to jointly as "LJM" unless there is a particular reason to distinguish between the two 
investment partnerships. 
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• determination that the transaction was conducted at arm’s length, 

• disclosure obligations, and 

• review of the transaction by Enron's Office of the Chairman, Chief Accounting 
Officer and Chief Risk Officer. 

As part of these procedures, it also appeared that several additional controls were adhered 
to. These included LJM senior management professionals never negotiating on behalf of Enron; 
Enron professionals negotiating with LJM reporting to senior Enron professionals other than Mr. 
Fastow; Enron Global Finance commercial, legal and accounting monitoring of compliance with 
procedures and controls for regular updates for Chief Accounting and Risk Officers, and internal and 
outside counsel regularly consulted regarding disclosure obligations and review of any such 
disclosures. 

Based on our review of the LJM Deal Approval Sheets and accompanying checklist, it 
appears that the approval procedures were generally adhered to. Transactions were uniformly 
approved by legal, technical and commercial professionals as well as the Chief Accounting and Risk 
Officers. In most instances, there was no approval signature for the Office of the Chairman except 
for several significant transactions. It also appearal that the LJM transactions were reviewed by the 
Audit Committee on an annual basis. At the February 7, 2000 meeting of the Audit Committee, all 
LJM transactions occurring prior to that date were reviewed. A review of all the LJM transactions 
during the following year was made at the February 12, 2001 meetings of both the Audit and 
Finance Committees. 

Based on our interviews with various Enron representatives, and notwithstanding the 
foregoing guidelines and procedures that were adopted, concerns were expressed about the 
awkwardness in LJM’s operating within Enron and two potential conflicts of interest. The 
awkwardness arose from the fact that LJM’s professionals - primarily individuals reporting to Mr. 
Fastow and Michael Koppers — were also Enron employees who officed in Enron space and worked 
among Enron employees. Transactions were negotiated between Enron employees acting from 
Enron and other Enron employees acting for LJM. Within Enron, there appeared to be an air of 
secrecy regarding the LJM partnerships and suspicion that those Enron employees acting for LJM 
were receiving special or additional compensation. Although there was a Services Agreement 
between Enron and LJM pursuant to which LJM compensated Enron for the services of Enron 
personnel and use of Enron’s facilities, this fact did not quell the awkwardness of the Enron 
employees “wearing two hats.” Much of this awkwardness should be eliminated on a going-forward 
basis, however, by reason of Mr. Fastow’s sale of his ownership interest in LJM effective July 31, 
2001 to Mr. Koppers (who resigned from Enron prior to the transaction) and the complete separation 
of LJM’s employees and facilities from Enron. 
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The first area of potential conflict of interest voiced by several individuals was the risk that 
undue pressure may be placed on Enron professionals who were negotiating with LJM because those 
individuals would ultimately have their performance evaluated for compensation purposes by Mr. 
Fastow in his capacity as Chief Financial Officer. In particular, Jeffrey McMahon staled that while 
he was Treasurer of Enron he discussed this conflict directly with Mr. Fastow and Jeffrey Skilling, 
and that the conflict was not resolved prior to his acceptance of a new position within Enron. Mr. 
McMahon stated, however, that he was aware of no transaction where Enron suffered economic 
harm as a result of this potential conflict. 

Tbe second potential conflict of interest identified by several individuals was that investors 
in LJM may have perceived that their investment was required toestabiish or maintain other business 
relationships with Enron. Although no investors in LJM were interviewed, both Mr. Fastow and Mr. 
McMahon stated unequivocally that they told potential investors that there was no tie-in between 
LJM investment and Enron business. Moreover, Mr. Fastow staled that Merrill Lynch was paid a 
fee for marketing LJM2 partnership interests and that a number of investors, such as private and 
public pension fbnds and high net worth individuals, had no business relationship with Enron. 

In summary, none of the individuals interviewed could identify any transaction between 
Enron and LJM that was not reasonable from Enron's standpoint or that was contrary to Enron’s best 
interests. Conversely, the individuals interviewed were virtually uniform in stating that LJM 
provided a convenient alternative equity partner with flexibility that permitted Enron to close 
transactions that otherwise could not have been accomplished. Moreover, both the awkwardness and 
potential for conflict of interest should be eliminated on a going-forward basis as a result of Mr. 
Fastow’s divestment of his ownership interest in the LJM partnerships. 

5. Accounting Issues 

As stated at the outset, the decision was made early in our preliminary investigation not to 
engage an independent accounting firm to second guess the accounting advice and audit treatment 
provided by AA. Basedoninterviews with representatives of AA and Mr. Causey, all material facts 
of the CondorAVhitewing and Raptor vehicles, as well as othCT transactions involving LJM, appeared 
to have been disclosed to and reviewed by AA. In this regard, AA reviewed the LJM solicitation 
materials and partnership agreement to assure that certain safeguards were provided that would 
permit LJM to be a source of third party equity in transactions conducted with Enron. AA likewise 
reviewed specific transactions between Enron and LJM to assure that LJM had sufficient equity in 
the transaction to justify the accounting and audit principles being applied. 

The relationship between Enron and AA was an open one and, according to Mr. Causey, 
Enron consults AA early and often on accounting and audit issues as they arise. AA concurs with 
this statement, but points out that in certain of its accounting and audit treatment. It must rely on 
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Enron’s statement of the business purpose for specific transactions and Enron’s vnl nation of assets 
placed in the Condor/Whitewing and Raptor structures. 

Enron and AA representatives both acknowledge that the accounting treatment on the 
CondorAVhitewing and Raptor transactions is creative and aggressive, but no one has reason to 
believe that it is inappropriate from a technical standpoint. In this regard, AA consulted with its 
senior technical experts in its Chicago office regarding the technical accounting treatment on the 
Condor/Whitewing and Raptor transactions, and the AA partners on the Enron account consulted 
with AA’s senior practice committee in Houston on other aspects of the transactions. Enron may also 
take comfort from AA's audit opinion and report to the Audit Committee which implicitly approves 
the transactions involving Condor/Whitewing and Raptor structures in the context of the approval 
of Enron’s financial statements. 

Following our initial interview with AA representatives you agreed with us that it was 
desirable and appropriate to provide them with Ms. Watkins’ anonymous letter and supplemental 
materials so that AA could comment directly on specific allegations contained in those materials. 
AA identified two allegations in particular that, if accurate, would affect their accounting and audit 
treatment. Those allegations were, in effect: (i) There was a handshake deal between Mr. Skilling 
and Mr. Fastow that LJM would never lose money on any transaction with Enron; and (ii) LJM 
received a cash fee in the Raptor transactions that completely recouped its investment and profit. 

Mr. Fastow adamantly denies any agreement with Mr. Skilling or anyone else that LJM 
would never lose money in transactions with Enron, and he recognized that such an agreement would 
defeat the accounting treatment that was the very objective for the formation of LJM. Mr. Causey 
is unaware of any such agreement and has seen no evidence of it. 

Both Mr. Fastow and Mr. Causey acknowledge that LJM was to receive a cash fee for its 
management of the Raptor vehicles in an amount not to exceed $250,000.00 annually for each 
company, for a total of $ 1 ,000,000.00 for the four entities. AA was aware of Enron’s payment of 
these fees as well as other organizational costs of the Raptor entities, but these fees fall far short of 
recouping LJM's investment in the Raptor entities. Both Mr. Fastow and Mr. Causey were quick to 
point out, however, that in each Raptor vehicle the first transaction was a ’’put" of Enron shares 
which was settled favorably to LJM prior to maturity, and as a result thereof, distributions were made 
to LJM in amounts equal to or greater than its initial investment in those Raptor vehicles. AA is 
aware of these transactions and is comfortable that, by reason of the applicable special purpose entity 
accounting rules, the transactions do not undermine LJM's equity investment in the Raptor vehicles. 

When questioned about her basis for these two allegations in her anonymous letter and 
supplemental materials, Ms. Watkins acknowledged that she had no personal, first hand knowledge 
of either allegation. Both were based solely on rumors that she heard during the two months she was 
working in Enron Global Finance, and she was uncertain alx^ut any details of the alleged cash fee 
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allegation. Notwithstanding the lack of any solid basis for the allegations, we think it is likely that 
AA will seek some kind of assurance from Enron and perhaps from Messrs. Fastow and Causey that 
no such agreement or cash fee payment occurred. 

6. Adequacy of Disclosures 

Notwithstanding the expression of concern in Ms. Watkins' anonymous letter and supporting 
materials regarding the adequacy of Enron's disclosures as to the Condor/Whitewing and Raptor 
vehicles (which, to a large extent, reflect her opinion), AA is comfortable with the disclosure in the 
footnotes to the financials describing the Condor/Whitewing and Raptor structures and other 
relationships and transactions with LJM. AA points out that the transactions involving 
Condor/Whitewing are disclosed in aggregate terms in the unconsolidated equity affiliates footnote 
and that the transactions with LJM, including the Raptor transactions, are disclosed in aggregate 
terms in the related party transactions footnote to the financials. 

The concern with adequacy of disclosures is that one can always argue in hindsight that 
disclosures contained in proxy solicitations, management's discussion and analysis and financial 
footnotes could be more detailed. In this regard, it is our understanding that Enron's practice is to 
provide its financial statements and disclosure materials to V&E with a relatively short time frame 
within which to respond with comments. 

7. Potential Bad Cosmetics 

Concern was frequently expressed that the transactions involving Condor/Whitewing 
Raptor could be portrayed very poorly if subjected to a Wall Street Journal expose or class action 
lawsuit. Factors pointed to in support of these concerns included (i) the use of Enron stock to 
provide equity necessary to do transactions with CondorAVhitewing and Raptor; (ii) recognizing 
earnings through derivative transactions with Raptor vdien it could be argued that there was no true 
"third party" involved in those transactions; (iii) because both merchant investment value and Enron 
stock have fallen, the Raptor entities may not be able to satisfy their obligations to Enron, thus 
raising the question "Who ultimately bears this loss?"; (iv) the apparent conflict of interest issue 
raises questions as to the valuation of assets sold to or that were the subject of transactions with 
Raptor and the timing of those transactions, (generally at a point when the valuation was at a 
historical high point). 

8. Conclusions 

Based on the findings and conclusions set forth with respect to each of the four areas of 
primary concern discussed above, the facts disclosed through our preliminary investigation do not, 
in our judgment, warrant a further widespread investigation by independent counsel and auditors. 
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Our preliminary investigation, however, leaves us with concern that, because of the bad 
cosmetics involving the LJM entities and Raptor transactions, coupled with the poor performance 
of the merchant investment assets placed in those vehicles and the decline in the value of Enron 
stock, there is a serious risk of adverse publicity and litigation. It also appears that because of the 
inquiries and issues raised by Ms. Watkins, AA will want additional assurances that Enron had no 
agreement with LJM that LJM would not lose money on transactions with Enron and that Enron paid 
no fees to LJM in excess of those previously disclosed to AA. Finally, we believe that some 
response should be provided to Ms. Watkins to assure her that her concerns were thoroughly 
reviewed, analyzed, and although found not to raise new or undisclosed information, were given 
serious consideration. 

We have previously reported verbally to Mr. Lay and you regarding our investigation and 
conclusions and, at your request, have reported the same information to Robert K. Jaedicke, in his 
capacity of Chairman of the Audit Committee of Enron's Board of Directors. At Dr. Jaedicke's 
request, we gave a verbal summary of our review and conclusions to the full Audit Committee. 
Should you desire to discuss any aspect of this written report or any other details regarding our 
review of this matter, please do not hesitate to contact us at your convenience. 

Very truly yours, 

Vinson & Elkins L.L.P. 


By: 

Max Hendrick, III 


c: Joseph C. Dilg 

Housoa MM23.I 
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TO: 

Enron File 

FROM: 

Lowry A, Crook 

DATE: 

January 20, 2002 

RE: 

Interview of Rex Rogers 


On January 18, 2002, Siuan Delen; Reed Brodsky, and Lowry Crook of Wilmer, Cutler 
& Pickering (“WCP") spoke with Rex Rogers, Enron Corp.’s Vice President and Associate 
General Counsel, at Enron's Houston headquarters to gather information from him in order to 
allow WCP to provide legal advice to the Special Investigative Comminee of Enron’s Board of 
Directors. Guy Petrillo and Kelli Landis of Swidler Berlin Shcreff & Friedman were present and 
represented Rogers, 

This memorandum has been prepared by counsel in anticipation of possible litigation 
arising from a Securities and Exchange Commission (“SEC”) investigation and any parallel or 
related proceedings. This memorandum incorporates the mental impressions, analyses, and 
opinions of counsel. As such, this memorandum is intended solely to assist counsel in providing 
legal representations and advice to the Special Investigative Comminee. and is not intended to 
provide a substantially verbatim recital of Rogers’s statements. The interview is based on 
WCP’s understanding of the facts and review of documents as of the date of the interview. 
Furthermore, Rogers has not reviewed this memorandum. Therefore, this memorandum may 
contain inaccuracies and the following discussion of certain events may be incomplete or lack 
context. 

Initially, Delery explained to Rogers that WCP represents the Special Investigative 
Committee appointed by Enron s Board to investigate certain transactions between Enron and 
related panics, and that we were speaking to him as pan of that investigation. Delery staled that 
WCP did not represent Enron’s officers or employees, including Rogers; that WCP views the 
conversation as pnvileged but that privilege belongs to the Special Investigative Committee or 
Enron; and that the Special Investigative Comminee or Enron, rather than Rogers, could decide 
what to do with the privilege. Delery told Rogers that an>thing he told WCP would be conveyed 
to the Special Investigative Comminee, and that the information could be communicated to 
others, such as Enron's Board, others associated with Enron, the SEC, U.S. Anomeys’ Offices, 
and other government investigators. 

Deler> explained that WCP' s questions would focus on disclosures in Enron’s SEC 
filings and prox)' statements, on Enron's disclosure process, and on corporate governance issues. 
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I. Background 

Rogers received a Bachelor's Degree in Business Administration from the Universirv- of 
Texas m 1971; he received a J.D. from the South Texas College of Lav. in 1977; and he received 
an L.L.M. from New York Universin- School of Law in 1978. 

Rogers worked at the SEC’s Fort Worth Regional Office and Houston Branch Office 
from 1 979 to 1 984. He ultimate)}' became Branch Chief of Enforcement; his focus was on 
insider trading, In 1 984. Rogers left the SEC and began working for a Houston law firm that is 
now called Butler & Binion. v.’here he did corporate finance work. 

In 1 985 Rogers began working at Houston Narura) Gas, which eventually became Enron. 
Rogers’s initial duties involved corporate securities compliance. Rogers is now Vice President 
and Associate General Counsel at Enron Corp. He reports directly to Jim Derrick and has done 
so since Derrick began working for Enron in 1991. 

Enron’s legal staff is vers decentralized. Although Enron and its affiliates at one time 
employed more than 250 lawyers. Enron Corp., the parent company, only employs about ten 
lawyers. Rogers supervises lawyers working in the following areas for Enron and ail of its 
subsidiaries: environmental, labor and employment, and employee benefits. Rogers also has 
responsibility' for Enron Corp.'s Public Utility Holding Company Act and information 
technology (mostly trademark) issues. Finally, Rogers is involved in securities compliance for 
Enron Corp. and its affiliates. 50-75% of Rogers’s time is spent managing and supervising other 
anomeys. Rogers’s securities work for Enron has involved mostly “plain vanilla” debt and 
equities issued by Enron Corp. Rogers was not involved in structuring, negotiating, or drafting 
the related pany transactions. Those functions w-erc performed by other groups. 

Rogers is responsible for advising Board members and officers on Enron’s Code of 
Ethics. Generally he answers questions relating either to securities trades or conflicts issues. 

II. Rogers 00 Fastow 

Fasiow was difficult to work with, but Rogers had a satisfactory relationship with him. 
Fastow did not call Rogers about issues; instead Fastow would have called his anomeys in Enron 
Globa] Finance (“EGF”). Scott Sefton was the EGF Genera) Counsel when the related party 
transactions began. Although Sefton was diligent with regard to Enron issues. Rogers thinks 
Fastow’ may have thought of Sefton as EGF's or Fastow's anomey, rather than Enron's anomey. 
Most people say that Fasiow fired Sefton. 

III. Presentation of LJM Concept to the Board 

Rogers w’as present at the meeting w hen the LJM relationship was presented to the 
Board. He anended the meeting because he thought it was important that the Board understand 
the conflict and governance issues involved. Rogers does not recall attending any other Board 
meetings involving discussions of LJM or other related pany- transactions, Fastow and Jeff 
Skilling primarily presented the concept to the Board. Rogers believes that Ken Lay also 
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anended- During the presentation. Fasiow and Skilling discussed the fact that Enron had a big 
appetite for capital. LJM would be another source of capital and could be used for hedging. 

They then discussed conflicts of jnieresi and the difficuln of ensuring that transactions were at 
arm's length and in Enron’s best interests. The lawyers were not concerned that the transactions 
would necessarily be substantively improper. Instead the concern was that the arrangement 
presented a very real conflict of inieresL that they needed to make sure the Board understood the 
conflict, and that the Board would make sure the transactions wxre at arm's length and approved. 
The presenters stated that that the arrangemem was legal, but that the Board should take note of 
the potential public-relations and investor-relations impact. The Board was told that the 
relationships would have to be disclosed specifically in the proxy statements - not because 
anyone was concerned about disclosure issues at the time, but rather because they wanted to 
emphasize appearance issues. Rogers thought that the Board would have a stronger reaction to 
those issues. At the end of the meeting, the Board understood the conflict and their role in the 
control process. Rogers docs not remember the Board approving any specific transactions. Nor 
does Rogers recall anyone discussing moving debt off of Enron’s balance sheet. Rogers never 
had the impression that the attractiveness of the proposition had anything to do with hiding debt 
or moving it off Enron’s balance sheet. The rating agencies always focused on the company’s 
total picture, which included off-balance sheet debt. 

Rogers does not believe he said anything at the Board meeting, because nothing anyone 
else said at the meeting was incorrcci - Fastow and Skilling just presented the facts. Rogers’s 
initial reaction was that the arrangement was cra 2 >', and he wondered why Enron would embaric 
on this course, but he knew that the arrangement could be done properly to make sure Enron’s 
interests were protected. After the meeting, Rogers atiempted to educate management on the 
corporate policies and need for controls. For example, he corrected several people who referred 
to “potential conflicts”; Rogers noted that the arrangement was in fact a conflict, not just a 
potential one, and that management and the board needed to focus on controls to make sure that 
the conflicts did not lead to an.v transactions that would be adverse to Enron’s interests. Rogers 
also corrected people who referred to “waiving” Enron's ethics policy. Rogers pointed out to 
management that Enron would not be “waiving” its policy; Enron would actually be applying it. 
By granting approval, the Enron Board would be finding that the LJM relationship or transaction 
in question was not adverse to Enron’s interests. Rogers was the only one who got excited about 
these semantics; the discussion in the Board minutes reflected Rogers's semantic distinctions. 
Rogers never raised the issue of Fasiow’s potential liability lo LJM's investors because it was 
only Enron's interest that Rogers was worried about. 

IV'. June 1999 Meeting with Lay, Skilling, and Fastow on LJM and RhytbmsNet 

Rogers does not remember anending such a meeting. The Board meeting, vdiich 
occurred perhaps in Spring 1999. was the onh meeting he remembers attending with Lay, 

Skilling, and Fastow’ during that time period at which LJM was discussed He does not 
remember Rh.MhmsNet being discussed there 
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V’. Lawyers’ Roles in Structured Financial Transactions 

Structured financial iransaciions have always been handled by a separately headed legal 
department. Most of those transactions originated at Enron Capital & Trade Resources (“ECT'l. 
which was Andy Fastow's and Jeff Skilling's old group. The law-yers who worked on those 
transactions w-ere also in ECT. Kristina Mordaunt worked on the transactions until she moved to 
Enron Broadband Services. Sefton also worked on these transactions when he headed the legal 
department at EGF. He was replaced by Jordan Mintz. In-house counsel at EGF. supported by 
outside counsel, worked on and drafted the documents and disclosures for the related party deals. 

VI. Enroo Policies and Procedures 

1. General Conflict Issues and Procedures 

Sharon Butcher. Enron s Corp.'s Assistant General Counsel, worked with outside counsel 
on Enron's compliance and ethics policies. They tried to maintain a cmreni set of policies for 
Enron, ^'hen questions arose, employees would take them to their group's general counsel, who 
in turn would go to Rogers. 

Under Enron’s ethics code, any activity that would result in an actual or potential conflict 
(e.g. board, officer, or employee remunerati'^n from any company doing business or potentially 
competing with Enron) required a wriuen request for permission from the Chairman. Eru’on’s 
Code of Conduct does not require Board approval for every related party transaction. Rogers 
answered questions regarding the ethics code, but the employee still had to submit a written 
request to the Chairman, who had to find that the transaction w-as not adverse to Enron’s 
interests, There was no form; most requests were made by letter. Rogers did not advise Lay 
with regard to these determinations, and he did not know if any other lawyers advised Lay if or 
when these issues arose. 

2. Enron’s Initial Procedures Regarding LJM Transactions 

The LJMl arrangement was the first time that the type of related pany governance issues 
we are dealing with arose at Enron. The attorneys working on ihe related party transactions 
handled the attendant govemance/conflici issues. Rogers does rot know whether Mordaunt was 
involved in specific transactions, but she was aware early on of Fastow’s dual roles for Enron 
and LJM. Sefton made an inma! effon to put logeiher forms and circulate them for approvals. 
These forms were refined and eventually became the LJM Approval Sheets. When the 
transactions began. Rogers did not know much about the related party transactions until the 
quarterly report was issued 

3. LJMI’s Private Placement .\Iemo 

The first related pany document ihai Rogers remembers commenting on was a private 
placement memo for LJM2. Rogers believes that Kirkland & Ellis prepared the memo on behalf 
of LJM2. That memo just "appeared out of the blue ” Whoever created the memo was not 
trying to hide it. but they did not know to distribute it to a wider group. Someone at ECT, 
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probably a lav-yer. asked Rogers if he wanted lo take a look at it. and he answered yes. Rogers 
asked Bob Baird at \'inson & Elkins (“V&E") to review and comment on the memo: Rogers 
believes that Sefton was on vacation when the memo appeared, Baird ga^■e the memo a 
significant review and numerous issues became apparent. 

Rogers's anention was directed to an e-mai! dated October 4. 1999. from Baird to Sefton, 
Roeers. and Ron Astin of V&E. containing comments by Baird on the private placement memo, 
along with some handwrinen reactions to the comments in the margin. Rogers stated that the 
handwriting w-as not his; he believed that the writing was Sefton's. Baird had discussed the 
private placement memo at great length with Sefton. Rogers discussed the memo separately with 
Baird and briefly with Sefton. 

The initial draft memo appeared to have had no input from Enron attorneys. Rogers 
thought the memo made the LJM2 private placement appear to be an Enron offering, it gave the 
incorrect impression that Enron was obliged to bring deals with LJM2, and it included some 
unintentional misrepresentations. Together they edited and cleaned up the memo so that it would 
not appear to be an Enron offering or to imply an Enron obligation to bring deals with LJM2. 
Rogers is not sure whether he saw the final draft, but the next couple of drafts cleared up these 
problems. This memo’s problems gave rise to heightened concerns about the LJM conflicts and 
deal approval process. 

4. Development of LJM Approval Sheets 

Shortly after the experience with the flawed LJM2 private placement memo, Sefton 
circulated forms for LJM Approval Sheets. Their purpose was to establish layers of review for 
the LJM related pany transactions. The UM Approv^ Sheets were to be reviewed by: 

• Rick Buy, the Chief Risk Officer f“CRO”V Buy was to review the related party 
deals just as he would review any Enron transaction. He was to perform a normal 
risk analysis, which is primarily a quantitative analysis that Rogers did not exactly 
understand. But Buy was to have a heightened sensitivity to potential conflict 
problems. 

4 Rick Causev. the Chief Accounting Officer r'CAO’") . Causey was to review the 
related party deals before they closed and assess how the deals would affect 
Enron's financial siaiemenis. 

4 Skilling . Rogers understood that the LJM Approval Sheets would require 
Skilling’s approval. Skilling was to personally approve the structures and 
Fastow's role. .M the lime these transactions began. Skilling was the COO and no 
one anticipated the volume of LJM-relaied transactions that would occur. As this 
volume increased and Skilling was promoted to CEO. Skilling probably had to 
rely heavily on Buy and Causey. 

• Rogers . Rogers informed others that he would not be reviewing the transaction, 
and that he was only signing with regard to the sheets’ statement that the 
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transaction v, as required to be disclosed in the proxy statement because of the 
amount involved (see belowl. 

U'h^n the LJM Appro\ a! Sheet form was first circulated. Rogers was surprised to see that 
his approval was required. Rogers called Scfton and asked why Rogers was included on the 
UM Approval Sheet when he had not been a pan of and had not reviewed the LJM transactions. 
Sefton said that Fastow wanted Rogers’s name on the LJM .Approval Sheet so that Rogers could 
review whether the transaction required proxy disclosure. Rogers replied that the threshold for 
disclosure w-as 560,000. and that he knew already that evcr>- single transaction would therefore 
require disclosure. In addition. Rogers said that he could not perform a proper review and 
approve the transactions without hiring at least four more lawyers. Rogers therefore asked to be 
removed from the approval list. Sefton said he would remove Rogers's name from the list, but 
Sefton never did so. 

After Rogers complained to Sefton, Rogers began signing the LJM Approval Sheets 
without reviewing the underlying transaction. He told others (but not Buy or Causey) that he 
was not reviewing the transactions and that he was only signing as to the statement that the 
transaction would require proxy disclosure. Accordingly, Rogers did not spend any time on the 
LJM Approval Sheets: he just reviewed whether the deals exceeded $60,000. Rogers saw the 
LJM Approval Sheets as informational - a way to keep tabs on the transactions. Rogers is not 
proud of the fact that he signed the LJM Approval Sheets without reviewing the transactions, and 
he wishes that he had not done so. He does not know why he did not cross his name out or leave 
them unsigned. 

Rogers expressed reser\'ations about signing to Mintz. Rogers did not express 
reservations to Buy because he did not have much interaction with Buy, Rogers never told Buy 
or Causey that his signature meant only that the uansaction would require proxy disclosure. 

Rogers did decide that he would sign only after Causey and Buy; one role his review played was 
to make sure that both Causey and Buy had approved the transactions. On several occasions, 
Rogers sent the LJM .Approval Sheet back for Buy’s and Causey's signature before he would 
agree to sign it. 

Rogers believed that it was most imponant to have the CRO and CAO review and sign 
off on the transactions. Buy was known to commercial people at Enron as an internal cop. He 
could kill deals, and he did a good job of scrutinizing them. Rogers never witnessed Buy under 
any pressure to approve an LJM transaction because the transaction involved Fastow. If Buy’s 
group approved a deal. Rogers believed it was fair to Enron. Rogers also believed that Causey 
had high iniegrin'. Rogers understood that the CAO examined the transactions, anticipated how 
they would be booked, and decided on appropriate financial disclosure. Therefore, if both Buy 
and Causey approved deals. Rogers fell confident that they were at arm’s length and in Enron’s 
best interest. And before the transactions reached Causey or were even signed. Enron and 
Andersen would have considered the accounting issues, because Enron had what was called 
“real-time accounting." and the .Andersen auditors practically lived at Enron. Indeed, Rogers 
believed that some of the accounting issues were vetted all the way up to Andersen's highest 
le\'eis. Finally, EGF's lawyers and V&E were heavily involved in the transactions. 
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Rogers would be disappoinied, however, if an>one claimed that they had relied on the 
fact that Rogers signed the LJM Approval Sheet Rogers did not discuss the LJM Approval 
Sheets with Derrick. Most discussions regarding the LJM Approval Sheets would have occurred 
at later meetings that Miniz called to discuss transactions or the process. 

5. The Board’s Role in the Process 

From the beginning, the Board was not required to approve every transaction. Unless 
Board approval w-as required for some other reason, a related party transaction was not submined 
to the Board until the .Audit Committee reviewed all the LJM transactions after-ihe-fact. Enron's 
policies required that the Chairman approve related parr>- transactions, but Rogers does not know 
who obtained approval from the Chairman, or whether anyone obtained the Chairman’s 

approval. 

6. Changes in the Approval Process Under Mtntz 

Although Seftor was diligent, his successor, Mintz, was a bit more diligent, concerned, 
and communicative than Sefton. As a result, Rogers became more involved vrith LJM issues 
when Mintz took over Sefion's position. Mintz would usually send his LJM-related questions to 
Astin, but copy Rogers. 

Mintz was the first to raise the need for new procedures regarding these transactions. 

Mintz sought to review and improve the approval procedures. Rogers was in favor of a new 
policy concerning LJM because the deals involved an executive officer and CFO, and the 
conflict was therefore fairly significant Rogers, Mintz, Dcmck, and Astin met to discuss these 
issues. The purpose of the meetings w-as not to discuss accounting issues or the propriety of the 
transactions; rather, the purpose was to discuss new policies and procedures to ensure that the 
transactions were at arm s-iength and would not be disadvantageous to Enron’s interests. Much 
of the meetings involved discussions of peoples’ roles in the process. 

Rogers's attention was directed to a Februarv' 28. 2001 e*mail from Mintz to Derrick, 
Rogers, Astin. and Rob U alis. along with an atwched agenda for a March 7, 2001 meeting called 
a “Legal Review of Enron's Transacting with LJM.” Rogers stated that he remembered only one 
meeting in Derrick's offlee; it was called by Mintz. Rogers does not remember Walls attending 
the meeting. Mintz just wanted to make sure that Derrick and Rogers understood the procedures 
in place regarding LJM. The purpose of the meeting was not to question specific LJM 
transactions or discuss their financial treatment. Rather, the purpose was to discuss policies and 
procedures for documenting deals and ensunng that LJM transactions w-ere truly at arm’s-length. 
Mintz asked whether Enron w as artcmpimg to negotiate the deals with other panics. Mintz 
believed that Enron should be doing so. The meeiing's panicipants reiterated the importance of 
the reviews by Buy and Causey and of reponing back to the Board so that the Board could 
understand the volume and terms of the LJM transactions. 

Around that time. Rogers told Bob Butts in Enron’s accounting office that the SEC would 
be reviewing Enron soon because Enron had not been reviewed since 1997, Butts agreed. 

Rogers knew that the SEC would closely scrutinize the LJM transactions when they fotind out 
that the CFO was insolNcd with LJM. and he conveyed this view to Butts. Rogers asked if 
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everv'one was prepared for that scrutiny, and Buns responded that they knew- the scrutiny was 
coming. 

Rogers did not implement the procedures for approval of panicular LJM transactions. He 
mav have been part of other discussions or meetings concerning a few LJM transactions, but 
those meetings involved re\ iewing transactions already in place, rather than transactions that 
were in the process of being structured. 

At some point the> became aware that employees on Enron's pa>Toli were negotiating on 
LJM’s behalf They decided that the issue needed to be addressed. Eventually those emplo> ees 
were dedicated to LJM. though they continued to work at Enron until the Summer of 2001 . At 
that point, Kopper replaced Fastow as the managing member of LJM 1 and LJM2's general 
partners, and ^e people working for LJM moved across the street from the Enron building. 

7. Other Issues 

Although much has been made about Fastow and LJM. there were many structured 
financings not involving LJ.M Enron also made poor investments because its finance plan was 
poor. 


Rogers had no kno\^ledge of the tax indemnification relating to the Chewco buyout. 

VII. The Proxy Statement Preparation Process 

The preparation of the proxy involved a smaller group of people than the preparation of 
the 10-Q and 10-K. Rogers thought that, although the process sounds disorganized, it actually 
functioned fairly efi1cienil>'. Lawyers in Rogers’s group drafted the bulk of the proxy statement. 
However, because the prox> was based on disclosures from the deal lawyers, Rogers’s lawyers 
functioned largely as information gatherers. Kxiste Sullivan, a labor and employment lawyer 
who works for Rogers, and Carol Essig, a paralegal, circulated schedules and collected 
comments on the draft proxies. Drafting the proxy was a team effort involving three lawyers on 
Rogers's staff, input from the Benefits office, and heavy input from outside counsel. 

Astin worked on the prox}' because Derrick and Rogers had much confidence in him and 
trusted him to be straight. .Astin understood that he was also protecting Derhck. 

VIII, Related Party Transaction Disclosures in the Proxy Statements 

1. The Officer and Director Questionnaires 

The Corporate Secretary's office circulated Officer and Director questionnaires (“O&D 
questionnaires”), which were designed in part to elicit information about related party 
transactions. Rogers was not involved in preparing the O&D questionnaires. Elizabeth 
Labanowsky, Vice Presideni in Enron Propeny & Ser\'ices legal department, prepared them. In 
the past, Enron had a more extensive questionnaire, but it just tracked the SEC’s language and 
was very difficult to read and understand. Over the years, V&E worked with Enron to streamline 
the questionnaire and make it easier to use. 
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Sullivan and Essig ^^ere responsible for collecting the O&D questionnaires. However, 
ihev were more focused on compensation issues than related part}' transactions. The officers and 
directors tend to need help presiding the infoimation sought in the forms; the initial O&D 
questionnaire responses N^ere often not sufficient. 

Fastow had so man> transactions requiring so much information that Rogers's group did 
not wait for Fastow's O&D questionnaire. Lawyers in Fasiow’s group and outside counsel at 
V&E who worked on these deals prot’ided the information to begin the disclosure drafting 
process. 

Rogers’s aiteniion was directed to an Addendum dated February' 23, 2000. which was 
attached to Fastow 's fiscal year 1999 O&D questionnaire. Rogers was not involved in preparing 
the language for this addendum, but he did read it after it was signed. However, Rogers does not 
recall seeing the addendum before the fiscal year 1999 proxy was released. He had much less 
involvement with this questionnaire because it was prepared during Sefton’s tenure, and Sefton 
did not communicate with Rogers as much as Mintz did. Rogers does not agree wdih the form of 
the addendum today, although this does not mean that the disclosure was inappropriate. The 
addendum recommends m several places that the reader discuss the transactions with Sefton. 

The addendum was consistent with Fastow's style: he viewed the questionnaires as a pain, so 
instead of taking responsibiht>' and answering for himself he took the unorthodox approach of 
referring the reader to his lawyer. 

Rogers's attention was then directed to an Addendum dated March 12. 2001, which was 
attached to Fastow's fiscal year 2000 O&D questionnaire, along with an e-mail exchange among 
Astin, Rogers, and Mintz. dated March 9-12. 2001, which discusses the addendum. Rogers 
reviewed the addendum before it was signed, but he thought the approach to the addendum 
(having the questionnaire refer to the proxy) was totally backwards. In addition, Rogers thought 
that Fastow should answer the question and send it to the lawyers, rather than having the lawyers 
fill it out for him. Moreover, the answer did not disclose Fastow's compensation. Mintz was the 
person who was given the responsibility of going back to Fastow with the addendum, because 
Mintz was the one w ho had a relationship with Fastow. 

Other directors did not approach the O&D questionnaires this way, If a director did not 
fill out the questionnaire proper!)', then someone from Enron would go back to them to get a 
complete answer. How'ever, other related party transactions or holdings were generally much 
smaller - somewhere closer to S70.000. Pug Winokur. for example, was a principal in an oilfield 
services company to which Enron paid S300.000. Winokur did not know the amount, but he 
knew his role, so he got the figures from Enron. 

Rogers does not remember discussing whether someone should tell Fastow that his 
response to the questionnaire was inadequate Nor does Rogers recall discussing the inadequacy 
of Fastow’s addenda with Derrick; Rogers doubts that Derrick ever looked at any O&D 
questionnaire other than his own. The only comments on Fastow's addendum that Rogers recalls 
were in the e-mail exchange 
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2. Drafting and Revision of the Disclosures 

The Global Finance iav'.yers working on the individual transactions prepared the initial 
draft related partN’ transaction disclosures. Sefton. and later Mintz. took a first shot at drafting 
these disclosures. The\’ probably had help from Asiin at V«S:E. 

The proxy statements went through many drafts, and the related parry transaction pxjrrion 
was the most difficult to v,Tite. The draft related parry disclosures \^ere circulated widely. In 
addition to Rogers, the Financial Reporting/'Accouming group would receive copies, including 
Butts. Gain Peng, and Jan Johnson - all of whom worked on the 1 0-Qs and I O-Ks. TTiat group 
reports ultimately to Causey. N'&E received early drafts and may have helped prepare some 
initial drafts. Copies would also have been shared with Fasiow- and probably with the 
commercial people who worked on the Enron transactions. Derrick received later drafts. 

Sullivan and Essig. v-ho collected the comments, coordinated with Global Finance on the 
related party disclosures. The onh' portion of the proxy that Rogers’s group did not keep the 
master copy of were the related party disclosures. Comments regarding LJM transactions went 
first to Mintz or Sefton. because Sullivan would not have known much at all about the UM 
arrangements. In addition. Enron's culture is such that Fasiow would never communicate 
directly with Sullivan. Mintz did a good job of collecting EGFs comments on the related party 
disclosures. 

Rogers's attention was directed to a memo re Proxy Schedule and Responsibilities dated 
January- 1 8, 2000. from Sulli\'an and Clement Abrams to distribution. It stated that Peng had 
responsibility for “Numbers for related transactions with officers and directors, and 
“Peng/Sefton” had responsibility for “Related Transactions with Directors and Executive 
Officers.” Rogers's anention was also directed to a similar memo dated January 18, 2001, which 
also Slated that Peng had responsibilin- for related transactions numbers, but that “Peng/Mintz” 
had responsibility for “Related Transactions with Directors and Executive Officers.” Rogers 
explained that it made sense that Peng would be responsible for putting together and verifying 
the related party numbers. That was part of Peng’s job on the 10*Qs and 10-Ks. and the 
information in the proxy and the financial staieraent footnotes should not be inconsistent. Sefton 
was responsible in particular for information regarding the LJM related party transactions. 

Rogers does not recall approving the di\'ision of responsibility, but he felt sure that he reviewed 
these responsibility memos and did not see anything wrong with them. 

3. Rogers’s Role 

Rogers’s attention was directed to an e-mail dated February 13. 2001 from Mintz to 
Sul!i\'an and Abrams. It anached a draft LJM disclosure and stated that the draft “has not yet 
been reviewed by .Messrs. .Astin and Rogers; their advice is critical before finalizing.” Rogers 
stated that he did not remember any detailed conversations regarding LJM related party 
disclosures on the proxies Rogers assumes that there were many conversations between or 
among Fastow. Mintz. and .Astm. Rogers spoke with Mintz and Astin regarding disclosures, but 
he never did his ovvti due diligence on the underlying transactions. Rogers does not remember 
whether he had comments on the draft LJM disclosures for cither the FY 1999 or FY 2000 
proxy. If Rogers did ha\ e comments or questions, they would have been communicated in a 
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mark-up. Rogers geaerall} ihought the disclosures were difficult to understand. Surprisingly, 
ihe longer drafts that were circulated early in the process were ev en more difficult to understand 

Rogers affirmed that he understood Regulation S-R's standards that applied to the proxy 
disclosures. Howe\ er, Rogers spent more time on other parts of the proxy - for example the 
.ompensation disclosures. Rogers relied ver>- heavily on Astin and ^’dtE for meeting the S-K 
standards with regard to the LJM disclosures because Astin. unlike Rogers or Rogers's staff, had 
actually worked on the transactions at issue. Rogers also relied on Butts and .Amdersen. 
Nevertheless, those disclosures were cenainjy a part of Rogers's responsibility if at the end of 
the day they were wrong. 

Rogers was satisfied that Enron had an adequate process in place for identifying related 
party transactions requiring disclosure. Rogers explained to EGF (including Sefton and 
afterwards Mintz) that every transaction berween Enron and LJM would be disclosed in the 
proxy statemerxt. EGF kept a record of those deals and provided an overview and initial draft 
disclosure for each transaction. V&E was to review the disclosures for transactions they worked 
on. with an eye to making sure the facts were correct. Rogers does not recall if any other firms 
reviewed LJM disclosures for transactions that they happened to work on. The accounting staff 
at Enron also reviewed the disclosures. Then Rogers reviewed them. Rogers did not use the 
LJM Approval Sheets in reviewing the disclosures; he did not keep copies or forward them. 
However. Rogers understood that Peng, Bum. and Andersen received copies of the LJM 
Approval Sheets. 

Rogers viewed himself as the gatekeeper who reviewed the proxy statements before 
filing. He made the final comments on the drafts. Derrick w’as looki.ng to Rogers to protect the 
Company with regard to the securities issues arising om of disclosure of the LJM transaction, but 
everyone was relying heavily on outside lawyers, accountants, and EGF. If there turned out to 
be a material omission in any of Enron's disclosures. Rogers thinks Derrick would be 
disappointed with him for missing it. 

4. Others' Roles in Related Party Disclosures 
c. FastOHi 

Fastow was the primary person required to sign off on the portions of the proxy 
statemeni, including the related pany transactions, that involved him. Sefton told Rogers that 
Fastow wanted to see drafts of the related party discussion in the proxy statements. Rogers 
assumes Fasiow' reviewed the drafts dunng Mimz's tenure as well. 

b. Other Enron Officers 

Enron officers had an opponuniiy to look at the pro.xy siaiemcni, but they probably just 
relied on the judgment of the accountants and lawyers. 

c. Board Members 
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Board members received the final drafts of Enron’s annual reports. 10-Ks, and proxy 
statements. The Board was attentive to the proxy statement: Rogers believes that they read it 
quite thoroughly. However. Rogers never got any feedback from the board regarding LJM 
disclosures. He is not sure how much the Board focused on the related parn- disclosures, but 
they were certainly educated with regard to the issues raised. Rogers found the Board to be 
conscientious, competent, and most members cordial. 

iL Vinson & Elkins 

V&E’s .A.siin has worked on structured finance deals in recent years. Mark Mens, who 
now works at Enron, was his predecessor. Mark Spradling has also worked on these deals, but to 
a lesser extent. Enron has generally relied on Baird for securities law advice over the years, but 
Enron looks to Astm for advice on strucrured finance deals. 

V&E reviewed draft proxy statements and disclosures early in the process. They had 
worked on the underlying transactions and Enron had relied on them for years to review Enron’s 
filings. Rogers would not be surprised if V&E assisted in preparing some initial drafts. 

e. Andersen 

Andersen was on the distribution list and saw draft proxy statements early in the process. 
Although Andersen does not audit compensation figures. Enron asked Andersen to provide 
comfort regarding those figures. Rogers believes that Andersen spent a lot of time reviewing the 
related parry disclosure portion of the proxy statement to make sure it was not inconsistent with 
the related party portions of the SEC filings. However, Andersen may not have paid the same 
degree of attention to the proxies as to the SEC filings. 

Andersen would have given any comments to the financial reporting group. If that group 
did not understand the comments, they would have forw^'arded them to Sefton and eventually to 
Rogers. 


/ Heview by other securities lawyers? 

W'hen asked if there were other Enron attorneys with securities law expertise who 
reviewed the proxies’ related pany disclosures. Rogers named Sefton, who had worked on 
securities law issues at Fulbriclit & Jaworski in Houston before coming to Enron. Rogers also 
named Lance Schuler, Vice President and .Assistant General Counsel of Enron North America, as 
having knowledge of securities laws, though Rogers docs not know whether Schuler worked on 
any of the proxy statements. And Carol Si. Clair, who worked at Baker & Bons before coming 
to Enron, had some securities experience but was not a securities lawyer. Finally, Rogers 
speculated that other iavsyers in EGF may have had securities backgrounds, though they would 
not necessarily have reviewed draft proxy statements with an e}e toward securities law issues. 

5. Fastow’s Compensation 

Rogers recalls discussions in a meeting sometime in early 2001 of whether anyone knew 
the amount of compensation Fastow was receiving from the LJ.M transactions, and whether they 
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could find ihai information out. Rogers was concerned about this issue He thought it made 
sense that they could not calculate Fastow's LJM-related compensation for 1 999 because the 
transactions had not been completed yet. Astin and Mintz were convinced that the decision not 
to disclose Fasiow s compensation for 2000 was technically correct, but Rogers asked them why 
they did not know’ the amount. Rogers was not sure whether they did not know the amount 
because Fasiov. did not sa}. or because Mintz could not figure it out. 

The figure that was eventually revealed was siageering; it far exceeded what they thought 
Fastow could be making. Rogers believes that if they had knoum how much Fastow was making 
from the arrangement, they would have tried harder to get a figure and disclose it. The size of 
Fastow’s earnings affected the degree of the conflict, Rogers was asked whether the large dollar 
amounts involved m the related entities led anyone to speculate that compensation set at a 
reasonable percentage of the transactions would turn out to be a very large figure. Rogers 
answered that the> had focused on the procedures rather than the figures that ultLmaiely emerged 
from the transactions. Rogers also pointed out that, even as late as the Enron Board meetings in 
Fall 2001, the audit committee did not know what Fastow’s compensation was. Rogers admitted 
that in hindsight he should have pressed the issue more. Rogers believed that Fastow' probably 
had a fiduciary obligation to say what his compensation was. 

Rogers, Mintz. and Astin also discussed at their meeting in carl>' 200 1 that they did not 
want Enron and Fastow to continue to do these deals. As lawyers, they w'ere concerned that the 
CFO serving in these dual roles could open Enom up for criticism. They discussed advising 
Enron and Fastow not to continue to do these deals. Rogers beiieves that this meeting occurred 
after the 2000 prox>’ was released in early 2001 . After the meeiing, Rogers viewed it as Mintz’s 
job to follow up with Fastow regarding his compensation. Rogers did nor recall anyone 
discussing raising the issue with ihe Chairman's office. Rogers remembers that Astin discussed 
disclosure of Fastow ’s compensation but that V&E ultimately signed off on the decision not to 
disclose. 

After the meeting. .Mintz prepared his March 28. 2001 memo to Fastow. It warned 
Fastow that there was no possible legal argument for not including Fastow’s LJM*related 
compensation in the fiscal year 2001 proxy statement. It also provided the justification for not 
including Fastow’s compensation in the fiscal year 2000 proxy that had just been released. 
Rogers’s anention w’as directed to a copy of the March 28. 2001 memo from Mimz to Fastow. 

The second page of the March 28. 2001 memo stated that "(i]he decision not to disclose in this 
instance was a close call; arguably, the more conserv'ative approach would have been to 
disclose.'’ Rogers did not recall .AStin saying the decision was a ’close call,” but everyone had 
the sense that while the decision was not misleading and while it comported with Regulation S- 
K, Item 404, it was not the conservative call. No one said the disclosure was adequate; and no 
one said it was inadequate In hindsight, it would have been better to haN’e disclosed Fastow’s 
compensation. 

Rogers attention was directed to a copy of an April 16, 2001 memo from Mintz to Cliff 
Baxter, Mark Metis, and Causey. The .April 16. 2001 memo, with the subject “Proposed Sale of 
Enron Wind to LJ.M - Disclosure Issues.” summarized the SEC’s safe-harbor which would allow 
Enron to avoid proxy disclosure of the transaction, but “noted that it is unlikely that compliance 
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with such safe-harbor would also provide us with a basis for not disclosing such transaction for 
financial statement purposes (i^ lOQ/lOK).” Rogers did not recall being involved v.i\h this 
memo, and he noted that it was sent after the 2000 proxy statement was released. 

Uiiimateh'. Fastow sold his interest in LJM. Rogers speculated that growing negative 
reactions from the investment community may have prompted Fastow's decision. Rogers 
speculated that Fastow 's decision could also have been prompted by the wamine in Mintz's 
memo that Fastow's compensation would be disclosed in the following year's proxy statement. 

IX. Fiscal Y ear 1999 Prox\’ Statement (May 2, 2000) 

1. Fastow Compensation 

Rogers’s attention was directed to the “Certain Transactions” section of the fiscal year 
1999 proxy statemenL dated May 2, 2000 (“FY 1999 Proxy”), panicularl\- to the disclosure of 
Fastow's interest in LJMl and I )M2 on pages 26 and 27. The disclosure states that the general 
partner of LJMl and LJM2 is entitled to receive a percentage of the profits in excess of the 
general partner's total proponion of the total capital contributed to UMl and IJM2. Rogers 
stated that this disclosure was drafted by Sefton, with a lot of assistance from V&E, Rogers did 
not recall specific discussions concerning this disclosure. 

2. RhythmsNet Unwind 

Rogers did not recall discussing or being aware of the RhstKmsNet unwind until after the 
proxy was issued. Nor did Rogers recall anyone discussing amending the FY 1 999 proxy to 
reflect the transaction, 

3. Aggregation ofTransactions 

Rogers’s attention was directed to the FY 1999 Proxy’s reference on page 26 lo “six 
transactions.” Rogers did not recall w hy the transactions were aggregated rather than described 
separately, but he felt cenain that the aggregation must have been the result of a conscious 
decision among Sefton. Astin. and the accounting group. Rogers was not pan of the decision. 

Rogers was not aware of any Enron policy against disclosures identifying counterparties 
to agreemenis with Enron. Rogers did not think it made a difference to the accountants whether 
counicrparry names were disclosed. Rogers instead recalls people discussing the complexity of 
the transactions and the fact that the disclosure was difficult to understand. EGF and V&E 
drafted the disclosure, and it was reviewed and commented upon by Fastow, the accountants, and 
Rogers. The disclosure went through many, many drafts, but the more people wrote, the more 
difficult it became to understand Rightly or wrongly, the commiiiec of people working on the 
disclosure opted for a shorter version, the longer versions were just as confusing. 

4. MEGS ;ind Nuwa Surzyna Repurchase 

Rogers was not aware ol Enron's March 2000 repurchase of LJM2‘s interests in MEGS 
and Nowa Sarz\n 2 at the time the> issued the proxy statement. 
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5. “Second Half of 1999" 

Rogers's aneniion was d:recied lo a semence on page 26 oi ihe ¥Y 1 999 Proxy that 
describes UM 1 and LJM: transactions as occurring “[i]n the second half of 1 999.'' even though 
most of the transacnons occurred toward the end of December 1999. Rogers explained that he 
did not have a solid grasp of the transactions, and he did not know that most of the transactions 
occurred in December 1999. 

6. LJM Management Fees 

Rogers was not aware of or involved in any discussions about disclosing UM’s 
management fees. 

7. S38.5 Million Loan from Whitewing Sob 

Rogers's aneniion was directed to the portion of the FV 1999 Proxy (pages 26-27) 
describing the "eighth transaction." which was a S38.5 million loan from a Whitewing subsidiary 
to UM2. Rogers did not know why the transaction was disclosed in the proxy statement but not 
in Enron's financial statements. He had not discussed the issue with anyone. 

X. Fiscal Year 2000 Proxy Statement (May 1, 2001) 

1. Repurchases 

Rogers was not aware ol any Enron repurchases from UMl or LJM2 at the time the 
proxy was released- Rogers explained that the proxy was time-sensitive and many other things 
were* happening at ilte same time, so he had to rely on the group that focused on these 
transactions. 

2. RhythmsNei 

At the i;mc the proxy was issued. Rogers was not aware that in 2000 LJM Swapsub was 
given a put that was in-the-money. Rogers does not remember any discussions concerning 
disclosures of the unwind. 

Rogers's attention was directed to a memo re "Related-Party Proxy Disclosures" dated 
April 6. 200! . from .Mintz to Fastow. The memo stated that the Fiscal Year 2000 Proxy 
Statement ("F'l 20U0 Proxy") did not disclose Fasiow's compensation because the 1999 
RhvihmsNet transaction settled "under conditions permitied in the original agreemenu” and there 
was thus no new transaction between Enron and LJMl in need of disclosure. Rogers explained 
that V&E made this determination. Rogers was asked how the put on Enron stock that LJMl 
received in 2000 squared with this analysis. Rogers stated that he was not aware of the 
omissions until everyone began working on the 8-K this Fall. Gi^ en what Rogers now knows 
about the put. he believes that disclosing Fasiow's compensation should at least have been 
discussed. 
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3. Omission of The ^e^^ Power Co. (“TNPC’’) 

Rogers does iioi recall any conversations regarding amending the FY3000 Proxy to 
reflect TKPC. Rob Eikenrohi. one of the lawyers in Rogers's group, worked on the TNTC 
transaction, so Rogers knew about that transaction. 

Rogers's attention was directed to two documents that appear to be transcripts of 
voicemails, which were attributed to Rogers and dated March 23, 2001. Both refer to an LJM 
investment in New Power Holdings that was missed, one states that the proxy would not be 
amended unless the omission was a “fatal flaw.” and both state that the speaker would be 
prepared to argue that the prox\ should not be amended because the investment was not matehaJ. 
Rogers did not recall these voicemails coming from him. He felt certain they did not come from 
him because he would not ha\'e used the phrase “gone gosling” in the first voicemail, and he 
would not have knowTi the figures that were discussed in the second voice mail. He said that he 
did not know’ w hat these voicemails were talking about. 

XI. The 10-Q and 10-K Preparation Process 

Rogers's role with the 10-Qs and lO-Ks was similar to his role w’ith the proxy statements. 
No 10-Q or 10-R was filed w ithout Rogers having a chance to review it and provide comments. 
For Derrick's benefit Rogers would have to be comfortable with the disclosures before they 
were released. However, the initial related pany disclosures were drafted by the lawyers who 
worked on the iiidi\ idual deals .And the 10-Q and 10-K. process differed from the proxy 
preparation process in the sense that Peng and Butts collected the information and circulated the 
drafts. In addition, a large team of lawyers, accountants, and finance people reviewed these 
disclosures. Rogers placed great reliance on these other experts. Rogers saw his role as making 
sure all the right people had re\ lewed the financial statements before they were filed; he derived 
comfort from the process and the people involved, rather than from his own investigation of the 
maner. 


Rogers ne\ er personalis obtained or reviewed backups for the financial statements, but 
he is aware that those working iii the financial reporting group received them. Rogers 
remembered on at least one occasion hand-delivering comments to Johnson and/or Peng and 
discussing a specific transaction, but Rogers never did so in depth. Rogers's primary concern 
was ensuring checks and balances so that the drafting of the disclosures was not limited only to 
people at EOF. 

The process for capturing transactions m the 10-Ks was no different from t.hc process for 
the 10-Qs. The) underwent the same level of review from .Andersen, V&H, and internal counsel. 
Rogers always found the Andersen people very cordial but tough. 

Rogers and his group were more directly involved with the legal sections of these 
financial statements - especial!) ihe initial paragraphs in the lO-Ks and the litigation 
contingency footnotes. Rogers drafted these sections and gave them to Peng before Peng 
circulated his initial draft. Generally Peng would send Rogers the previous quarter's footnote 
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and ask Rogers lo update it. Andersen picked ever these sections ver^- thoroughly, even though 
they involved legal rather than imancia! statements. 

XII. Issues Related to Particular 10-Qs and 10-Ks 

1. 2d Quarter 1999 lO-Q (August 13, 1999) 

a. "Senior officer*' 

Rogers’s aiiention was directed to the reference to "[a] senior officer of Enron** m 
footnote 8 on pace 15 of the 10-Q for the 2d Quarter 1999 Rogers’s comments to the draft 
suggested that Fastow’s name be added to the disclosure, but Rogers did not press the maner. 
Rogers did not recall why the disclosure did not name Fastow. He remembered asking about the 
issue; the accountants responded tliat the reference to a “senior officer” pointed out the conflict, 
and that the rule did not require more disclosure. In any event, Rogers did not think the issue 
was very important after the F*i’ 1999 Proxy disclosed Fasiow’s name. 

b. Clarity and descriptiveness of disclosures 

Making these related party footnotes at all clear was a difficult challenge from the outset. 
Rogers remembers discussing with Asiin whether the underlying transactions were accurately 
disclosed and c.\piained. Astin used to joke that the footnote could be made more clear but that 
doing so would lake fifty pages ■ Rogers said that they should anempt to provide a clear 
explanation, e^ en il that took ten pages. Rogers believes that he raised the clarity issue with the 
Enron accouniaius as well, but tiie end result was that nobody was able to make the disclosures 
understandable- Rogers does not recall conversing with Andersen directly on this issue. The 
disclosure never reached ten pages, but at the end of the day the lawyers and accountants became 
comfortable with the amount ot'e.Nplanaiion. 

c. Management representation 

Rogers' 5 attention was direcied to the following statement on footnote 8, page 1 5 of the 
1 0-Q for the 2d Quaner 1 999; ".Vlanaccment believes that the terms of the transactions were 
reasonable and no less favorable than the terms of similar arrangements with unrelated third 
panics.” Rogers did not remember « ho drafted the suiemem. 

However. Rogers did remember discussing that it was materially important to include an 
affirmative management representation m the related part} footnote. Rogers believed that if the 
transaction was not at arm s length or not in Enron's best interest, then that fact had to be 
disclosed. If the transaction was at arm’s length and in Enron’s best interesL then it made sense 
to affirmative!) say so; omitting such a representation just begs the question. Rogers believed 
that Andersen agreed with that approach. 

Rogers did not know w hciher the accounting literature required a certain level of factual 
basis for making this management representation. Rogers did not recall having any direct 
conversations w ith .Andersen aroui this issue. If Enron's approval and control policies for UM 
transactions were followed, the l epreseniaiion ought to be true. V.'hile Rogers did not review the 
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deals himself, Rogers undersiooj that the lawyers and auditors were to review the DASHs and 
the deal terms. Rogers was not sure how the auditors and law>ers determined that Enron could 
not have done better on deals w ith an unrelated third pan> EGF's mantra was that these deals 
probably could not nave been done at all with an unrelated third party, much less done bener. 

But Rogers was not sure w heiher any third panics were actually approached. In meetings among 
lawyers, they discussed how to document that the transactions were reasonable and no less 
favorable than with third panics. At some point both Miniz and Rogers asked about the backup 
for the representations. In response, the commercial people represented that the deals met the 
standard. 

Rogers's attention was directed to a single page prepared by WCP that shows the 
changes that each financial statement made to the previous siatemeni’s management 
representation. Rogers could not remember why the changes were made. He believed he was 
asked to comment on the changes, but he did not recall instructing anyone to make changes, and 
he did not remember any specific comments. Rogers would not have recommended substantive 
changes that softened the representations, because he was not sufficiently familiar with the 
underlying deals to know w-heiher such changes would be required. Rogers did not know 
whether someone was making ;i conscious attempt to change the substance of the 
representations. Rogers's anemion was directed lo the 1999 10*K’s dropping of the term 
“reasonable." Rogers did not recall an> conversations to the effect that Enron could not 
represent that transactions were reasonable. Rogers speculated that he would have asked Sefton 
or Mintz about the changes. 

2. 1999 10-K {March 28. 2U00) 

a. RliythmsSei options 

Rogers's attention was directed to the first paragraph of footnote 16 on page 34 of the 
1999 10*K, which states in part that Enron received "cenain financial insirumems hedging an 
investment ..." Rogers did net know why these words were used in the 1 0-K, while the 1 0-Q 
for the 3rd Quarter 1 999 had rei'erred to the transaction as a “put." 

b. Aggregation oj SHO million LJM2 acquisition of Enron "merchant assets 

and investments ” 

Rogers did not know^ win the transactions were aggregated or how they were different. 
Rogers raised the issue of disclosing the purpose of these transactions, but he did not know at the 
lime how much debt the transactions uere moving off the balance sheet. 

c. LJMl Cuiabu transaction 

The related pan>’ footnote describes this transaction as the acquisition of “other assets 
from Enron for SI i million." Rogers may have made inquiries regarding this transaction, but he 
did not remember any lengthy discussions. Rogers did not remember anyone considering or 
discussing disclosing that these "other assets" were Cuiaba. 

</. Chewco 
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Rogers ’s attention was j-ueciea to the statement that "an officer of Enron has invested m 
the limited paniier of JEDI and t'rom time to time acts as agent , . . Rogers could not 
remember who the term "office; ’ described; he speculated that it referred to Michael Kopper, 

This disclosure did not raise an> red flags at the time. 

t. UndbchseiJ LJM service agreement 

Rogers was asked why me serv ice agreement between Enron and LJM was no: disclosed. 
He did not think that he was a\Kare of the agreement at the time the 10-R was filed. 

3. 1st Quarter 2000 10-Q (Muy 12,2000) 

//. RhythmsSet irunsac/ion 

Rogers’s attention was directed to the disclosure of the pul option relating to the 
RhythmsN'et transaction in footnote seven to the financial statements of the 1 0-Q for the 1 st 
Quarter 2000. L'ntil he began uorking on the 8-K in the Fail 2001. Rogers did not understand 
that Enron gave LJM the put option at no charge despite the fact that the put was already in-the- 
money by several dollars per share. 

b. SJO million loiin to LJM2 

Rogers's attention was uirecied to the last sentence in paragraph 1 of footnote 7. stating 
“Enron advanced LJM SIO miihon. at u market rate of interest.*’ Rogers did not know whether 
anything was done to verif\' tha: the loan was at market rate. Enron's accountants and Andersen 
had the responsibility of reviewing and verifying this statement 

c. Undisclosed irunsactions 

Rogers believed that Enron disclosed any UMl or LJM2 transactions that he knew about 
at the time. Roger.« was not avwire of a rule that transactions between LJMl or LJM2 and 
unconsolidated affiliates did not ha\e to be disclosed in 10-Qs or )0-K.s If there were 
transactions that were not disciosed. Rogers did not know- why that would have occurred. 

4. 2d Quarter 2000 Hi-Q (August 14,2000) 

a. Raptor disclosures 

Rogers was not involved in drafting the disclosures regarding Raptor. Rogers’s 
involvement with Raptor was limned to attending a single meeting on Section 16 issues 
regarding Raptor buying or selling in general. 

Sefton was at Enron during Raptor s genesis; he worked closely w'ith Aslin on Raptor 
issues. Rogers did little more tf.m revievs draft disclosures as they were exchanged. Rogers did 
not understand the Raptors. Thare w ere discussions at which people asked how the public could 
understand the Rajnor disclosu; tf Enron’s own people could not understand them. It was a big 
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challenge to ir>' to make the Raoior disclosures clear. Despite many drafts, Enron as a company 
did not succeed in making the v isclosures understandable. 

After the initial draft R.'^p:or disclosures prompted questions, there \*.as a brief, general 
discussion within Enron of disclosing Raptor in the Management Discussion & .Analysis 
(“MD&A”) because Raptor \va.' so difficult to describe clearly in the footnotes. Rogers 
speculated that someone ma\' h::^e spoken with Astin about whether Raptor was required to have 
been disclosed in the MD&A. 

b. "Limited partners . . . unrelated to Enron " 

Rogers’s attention was directed to the second sentence in the first paragraph of footnote 
7, Slating that “[t]he limited partners of the Related Parry are unrelated to Enron.” Rogers did 
not know who drafted or inserted this language. Nor did Rogers know what the language was 
referring to. He noted that other investors in UM were not related to Enron, though he thought 
this was an obtuse way of saying that. Rogers stated that those at EGF who worked on these 
disclosures had to rely on information from Fasiow'; they did not have access to UM’s limited 
partner agreements. Rogers did not know whether anyone at EGF requested to review’ those 
agreements. 

5. 2000 lU-K (March: 1.2001) 

Rogers’s attention was sisrected to the third paragraph of footnote 16 regarding related 
parT>’ transactions in the 1 0-K U'; 2000. which describes a S500 million revenue recognition from 
Raptor-related deri\’atives. Roui.*r5 did not remember any discussions about the magnitude of the 
transaction and revenue recogniuon. Rogers speculated that there would have been discussions 
between Astin and Mintz. but he could not recall any specifically. 

6. 1st Quarter 2001 1 U-Q (May 14, 2001) 

a. Reviesv by "senior risk officers^ and the Board 

Rogers’s attention was directed to footnote S regarding related party transactions in the 
10-Q for the first quancr 2001. ;tnd the statement in the first paragraph that ‘‘[a)Il transactions 
with the Related Part) are appf(.)^ ed by Enron's senior risk officers as well as reviewed annually 
by the Board of Directors.” Rogers did not knoww-hai prompted this new representation. 

Rogers believed that Enron couiJ have made that representation in earlier 10-Qs or lO-Ks, 
because their procedures had been in place since the beginning of these related party 
transactions. Rogers was not suit why it referred to “ofTicers” in plural. The term refers to Rick 
Buy; Rogers speculated that ii uld be referring to Buy's staff as well. These transactions also 
had to receive approval from C.iusey. but Rogers did not know why Causey would be called a 
“risk officer” rather than ■'accoL.iiiing officer." 

Rogers also understood ihai the Board or the Board's audit committee was reviewing the 
transactions, though he would e to check the Board minutes to confirm that. 
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b. Raptor restructuring 

Rogers did not recsl! iransactions. Ai the time of the disclosures. Rogers did not 
have a good understanding of ’.;te iransactions being disclosed. He tried to get up to speed, but 
he had to rely heav ily on outsioe counsel and those familiar with the transactions. At that time 
Rogers did not know that Enron would have to recognize a S360 million loss if they did not 
restrucnire. 

XIII. Analyst Calls 

Investor Relations venc j the analyst calls, with assistance from the accounting group and 
Fastow' s group as necessary . The legal group assisted to a lesser extent. The people in Investor 
Relations are sophisticated: most have a CP.A or financial analyst background. The substance of 
the calls is up to them. After Rrgulaiion FD was adopted. Rogers's group tried to educate 
Investor Relations as to us reaiuremems. Rogers believes that Enron probably acted consistently 
with Regulation FD ex en befoie it was adopted. He held a slide presentation on fair disclosure 
each January. Royers did not v investor Relations' disclosures with respect to the related 
parties. 

In normal times. Rogers would receive from Investor Relations a list of items to be 
discussed on the analysi calls. He did not always see the Q&A script. 

With regard to the 3rd Ouaner 2001 conference call. Rogers had an opportunity to review 
the Q&A script and Rogers bei;e\ed that it Is likely he did so. Rogers heard that Lay said all 
LJM transactions were re\ iew c\\ by the Board. Rogers did not know whether anything was done 
to substantiate that statement. L;.\ 's assertion was not completely consistent with the Enron 
policy, which prov ides that tho irunsaciions would have been reviewed at the end of the year. 
Rogers believes Uiat on this sul'icct Lay may have departed from the script; he does not believe 
that statement was in the wiitien Q&A. 

XIV. Insider Trading 

Derrick and Rogers are responsible for overseeing Enron's insider trading policy. 

Enron's securities trading policy is pan ofiis Code of Ethics; it tracks lOb-5. The policy consists 
of two siandarcs First, no one tn Enron can trade if he or she has material. non*public 
information. Second, executives liave lock*out periods during which they cannot trade shares. 

1. Executives 

The executiv e )ock*oui policy extended beyond just officers covered by Section 16; it 
also applied to Enrons Manauemem Committee. .Although many of these people were not 
■■setting policy'' us defined by >w:tJon 16. they were senior people who had access to important 
information. 

Although the executive'’ iock-oui period was not rigid, as a practical matter it began a 
minimum of2-5 v\eeks beioic f-iiron's earnings release. Enron did not have set safe harbor 
trading window? for execoiivov i'seause there was always too much happening at the company. 
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Prior lo ihe third quane: 2001. there were few problems with the lock-out periods 
because earnings were generali> positive. Therefore, executives might not be restricted from 
selling dunng the normal locko ji period if Derrick and Rogers knew that the earnings release 
would be positl\e Mark Koeii.c, ihe Executive Vice President for Investor Relations, generally 
had a very good sense of how me investment community would react to an earnings release. At 
the end of the third quarter 200 ! . however, they did not know what the earnings release was 
going to look like; the v.Tite-o:V issue was decided late in the process. Because of this 
uncertainty, executive trading \\as not blocked until “preny close’' to the earnings release. 

Rogers could not remember wiili any more precision the date on which trading was blocked. 

The method of applying the insider trading policy to executives was simple: they could 
not trade unless they obtained u.ide-specific approval from Derrick or Rogers. Each general 
counsel was supposed to inform Derrick of any material events that occurred. Then, if an 
executive wanted to trade, he ur .'ihe would call Derrick and ask for permission; if he or she could 
not reach Derrick, then Rogers v^ould get the call. Rogers and Derrick sometimes talked about 
insider trading restrictions and block-outs on a daily basis. If Rogers was uncertain about 
approving a trade when he received the call, he would advise the executive not lo trade until he 
or she talked to Derrick. If De: nck or Rogers cleared a trade, then that clearance was normally 
good until the end of the day. ll something came up before the end of the day, the onus was on 
Derrick or Rogers to call the executive back and revoke the clearance. Because the clearance 
was by phone call, there was no w ritten record kept of refusals or approvals. Rogers did not 
keep a log; he may have noted something in his notepad at the time of the call, but he would not 
have retained that. 

Derrick communicated enron's policy regularly at management comminee meetings. 
Rogers believes that the executives were diligent; he knows of no violations of the pre-clearance 
policy. He believes that the e.xccuiives under the most scrutiny right now were generally the 
most diligent. 

2. Non-Executive Empiosees 

For non-cxecutives. Enron relies on self-policing. Rogers sometimes received calls from 
members of this self-policing group asking for permission to trade. 

There was no company -wide blackout in the third quarter 2001 Rogers remembers 
speaking with Butts and Koemg about tlic upcoming earnings repon during that time, but the 
wriie-off was decided fairl> late in the process. .As a result, they did not change the policy or 
send out a firm-wide memo regarding trading prior to the earnings release, 
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